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THE  COM  M  O  N  W  E  ALT  H  OF  MASSACHUSETTS 
EXECUTIVE  DEPARTMENT 
STATE  HOUSE/BOSTON  02133 


FNANCIS  W.  SAFnGENT 

COVER  NOR 
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January  28,  1971 


\ 


Dear  Mr  ^3  tone: 

Thank  you  .for  your  recent  letter 
and  the  enclosed  copy  of  the  "First  Annual. 
Report"  of  the  Rate  Setting  Commission 
for  the  period  ended  June  30,  1970* 

I  appreciate  your  keeping  ne  informed, 
With  best  v/ishssj 
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^--^  Sincerely,  >  \ 
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Edmund  H.  Stone,  CP. A. 

Exg c  u  t  i v  e  Sec  r e  t a r y 

Pate  Setting  Comjnission 

80  Boylston  Street 

Boston,  Massachusetts  02116 
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THE  COMMONWEALTH  OF  MASSACHUSETTS 


RATE  SETTING  COMMISSION 

80  Boylston  Street 
Boston,  Massachusetts  02116 


THE  FIRST 
ANNUAL  REPORT  FOR  THE  PERIOD 
SEPTEMBER  12,    1968  AND  ENDING  JUNE  30,  1970 


To  His  Excellency,   the  Governor, 

and  the  Honorable  Senate 

and  House  of  Representatives 

of  the  Commonwealth  of  Massachusetts; 

We  have  the  honor  of  submitting  to  you  herewith  the 
FIRST  ANNUAL  REPORT  of  this  Commission  pursuant  to  the 
provisions  of  the  General  Laws,   Section  32  of  Chapter  30, 
as  amended. 

It  is  the  intent  and  purpose  of  this  report  to  reflect 
the  Commission's  achievements,   proposals,   and  projections 
along  with  other  pertinent  information  relating  to  the 
period,  of  September  12,    1968  , (the  date  of  the  Rate  Setting 
Commission's  establishment)   through  June  30,  1970. 

This  first  report  is  for  a  period  of  approximately 
21  months  due  to  reorganizations!  delays  in  merging 
existing  bureaus  under  the  Commission. 

Respectfully  submitted  for 
The  Rate  Setting  Commission 

Edmund  H.  Stone 
Executive  Secretary 
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DEFINITIONS 


ELIGIBLE  PERSON  t     One  who  qualifies 
for  financial  assistance  from  a  Govern- 
mental, unit  in  meeting  all  or  part  of 
the  cost  of  general  health  supplies, 
care,   services  and  accommodations. 

GENERAL  HEALTH  SUPPLIES,    CARE ,  SERV- 
ICES hi;:)  ACCOMODATIONS.;     All  supplies, 
care  and  services  of  a  medical,  dental, 
surgical,   psychiatric,   diagnostic  or 
geriatric  nature,    including  inpatient 
and  outpatient  hospital  care  and  service 
and  accommodations  in  hospitals,  sana- 
toria,  infirmaries,   convalescent  and 
nursing  homes,   rest  homes  and  similar 
institutions . 

GOVERNMENTAL  UNIT;  The  Commonwealth, 
any  department,  agency,  board  or  commis- 
sion of  the  Commonwealth,  and  any  polit- 
ical subdivision  of  the  Commonwealth. 

PROVIDER  0?  HEALTH  SERVICES :     A ny 
person,   corporation,   partnership,  gov- 
ernmental unit,   stats  institutions  and 
other  entity  which  furnishes  general 
health  supplies,   care,   services  and 
accommodations  to  an  eligible  person. 

STATS  INSTITUTION;     Any  hospital, 
sanatorium,   infirmary,   clinic  and  other 
such  facility  owned,   operated  or  admin- 
istered by  the  Commonwe s 1th ,   or  by  any 
department,   agency,  board  or  commission 
of  the  Commonwealth,  which  furnishes 
general  health  supplies,   care,  services 
and  a c cornmod. a t i o n s  «. 
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THE  COMMONWB&IiT-H  OF  MASSACHUSETTS 

I 

THE  ESTABLISHMENT  OF  THE 
RATE  SETTING  COMMISSION 

An  Act  establishing  the  Rate  Setting  Commission  with  author- 
ity for  setting  the  rates  to  be  paid  by  each  governmental  unit  to 
providers  of  health  services  under  medical  assistance  programs. 

The  Legislature  enacted  Chapter  492  of  the  Acts  of  1968  which 
established  a  Rate  Setting  Commission  in  the  Executive  Office  for 
Administration  and  Finance.     The  Commission  performs  the  functions 
previously  performed  by  the  Rate  Setting  Board  for  Convalescent  or 
Nursing  Homes  and  Rest  Homes,   the  Bureau  of  Hospital  Costs  and 
Finances,   and  those  of  other  agencies  of  the  Commonwealth  v/hich 
previously  determined  rates  of  payment  to  providers  of  health 
services . 

The  Act  was  approved  by  the  Governor  on  July  3,   I960,  and 
became  effective  on  an  emergency  order  by  the  Governor  on 
September  12,  1968. 

The  Commission  consists  of  (1)  a  bureau  of  hospitals,  sana- 
toria and  infirmaries,  (2)  a  bureau  of  convalescent,  nursing  and 
rest  homes  and  (3),  as  of  December  15,  1969,  a  bureau  of  Medical 
Service  Rates.  It  may  also,  subject  to  appropriation,  establish 
from  time  to  time  such  other  bureaus  as  it  may  deem  necessary. 
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THE  COMMONWEALTH  OF  MASSACHUSETTS 
INTRODUCTION 

The  Commission  wishes  to  briefly  describe  what  its  respon- 
sibilities are  and  what  is  being  done  to  carry  out  these 
responsibilities  within  the  provisions  of  s.s.  30K-P, 
Chapter  7,   of  the  General  Laws. 

The  role  is  indeed  a  sensitive  one.     We  must  endeavor  to 
keep  costs  either  constant  or  contained,  and  must  simultaneously 
encourage  the  delivery  of  quality  health  care  for  the  citizens 
of  the  Commonwealth~-a  matter,    incidentally,  which  previously 
has  never  been  precisely  defined.     This  is,   as  one  can  well 
appreciate,   a  herculean  task  which  presents  many  problems. 

Before  the  establishment  of  the  Rate  Setting  Commission, 
fourteen  separate  agencies  in  Massachusetts  played  a  role  in 
determining  reimbursement  rates  for  health  care.     Therefore,  the 
determination  of  payment  for  a  unique  health  service  did  not 
necessarily  depend  upon  the  quality  or  efficiency  of  the  partic- 
ular service  rendered,  but  rather  upon  the  negotiable  strength  o 
the  agency  responsible  for  reimbursement.     We  have  changed  that 
concept  by  estabj.ishing  within  the  Commission  a  staff  and  an 
administrative  mechanism  skilled  in  data  collection,  health  care 
and  inedicaJ.  economics. 
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In  essence,  we  have  designed  a  base  so  as  to  be  able  to 
review  and  pass  judgement,   always  in  the  public  interest,  on 
such  matters  as  hospital  budgeting,   past  performance  and  future 
methods  for  an  efficient  single  audit  with  other  purchasers  of 
health  care  in  order  to  avoid  duplication  of  efforts. 


THE  COMMONWEALTH  OF  MASSACHUSETTS 


PURPOSE  -  DUTIES  -  FUNCTION 

As  Defined  Under 
Section  30L  of  Chapter  7  of  the  General  Laws 

The  Commission  shall  have  the  sole  responsibility  for 
establishing  fair  and  reasonable  rates  of  payment  to  be  used 
by  governmental  units,   including  the  Division  of  Industrial 
Accidents,   in  the  Department  of  Labor  and  Industries,  and  for 
establishing  fair  and  reasonable  charges  to  be  used  by  State 
institutions  for  general  health  supplies,   care,   services  and 
accommodations . 

The  Commission;     (1)   shall  determine,  after  public  hearin 
at  least  as  often  as  annually,   the  rates  to  be  paid  by  each 
governmental  unit  to  providers  of  health  services;    (2)  shall 
determine,  after  public  hearing,   at  least  as  often  as  annually 
the  rates  to  be  charged  by  each  State  institution  for  general 
health  supplies,   care,   services  and  accommodations;    (3)  shall 
certify  to  each  affected  governmental  unit  the  rates  so  deter- 
mined;   (4)   shall  determine,  after  public  hearing,   at  least  as 
often  as  annually,   and  certify  to  the  Division  of  Industrial 
Accidents  of  the  Department  of  Labor  and  Industries  rates  of 
payment  for  general  health  supplies,   care,   services  and 


accommodations ,  which  rates  shall  be  paid  for  services  under  the 
Workmen's  Compensation  Act;    (5)  may  establish  for  rest  homes  and 
convalescent  homes  fair  and  reasonable  rates;  and   (6)   shall,  upon 
request  of  the  Commissioner  of  Insurance,   assist  him  in  perform- 
ance of  his  duties  as  set  forth  in  Section  4  of  Chapter  176B. 

Notwithstanding  any  other  lav/  or  regulation  to  the  contrary, 
each  governmental  unit  shall  pay  to  a  provider  of  health  serv- 
ices,  a's  the  case  may  be,   the  rates  for  general  health  supplies, 
care,   services  and  accommodations  determined  and  certified  by 
the  Commis s ion . 

h  hospital  or  noziprofit  hospital  service  corporation  shall 
file  with  the  Commission  in  accordance  with  regulations  adopted 
after  public  hearing  such  data,   statistics,   schedules  or  other 
information  as  the  Commission  may  reasonably  require  to  enable 
it  to  approve  or  disapprove  contracts  with,  or  rates  of  payments 
to,  hospitals.     For  the  purpose  of  approving,  disapproving,  or 
permitting  the  continuance  of  all  rates  or  payment  under  such 
contracts,   the  Commission  may  require  an  examination  of  the 
books  of  account  and  statistical  records  of  each  hospital  and 
nonprofit  hospital  service  corporation,   and  such  examination  shall 
be  made  under  the  direction  and  supervision  of  the  Commission. 
The  Commission  may  enter  into  an  annual  agreement  with  a 
nonprofit  hospital  service  corporation  for  the  services  of  such 
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auditors  or  accountants  as  may  be  required  in  any  such 
examination;  provided  that  the  entire  costs  of  such  salaries 
of  auditors  or  accountants  and  necessary  expenses  connected 
therewith,    including  related  expense  of  the  Commission,   shall  be 
borne  by  such  corporation.     Expenses  incurred  in  any  such 
examination  shall  be  treated  as  part  of  the  cost  of  hospital- 
ization by  said  corporation, 
i 

In  the  performance  of  its  duties,   the  Commission  may  enter 
into  such  contracts  or  agreements  with  the  federal  government, 
a  political  subdivision  of  the  Commonwealth,   or  any  public  or 
private  corporation  or  organization,   as  it  deems  necessary; 
provided,  however,   that  the  Commission  shall  not  enter  into  any 
contract  or  agreement  with  a  private  corporation  or  organization 
to  furnish  information  and  statistical  data  to  be  used  by  said 
Commission  as  its  sole  basis  for  setting  rates,   if  such  private 
corporation  or  organization  is  to  make  or  receive  payments  based 
upon  the  rates  so  set. 

Each  rate  established  by  the  Commission  shall  be  deemed  a 
regulation  and  shall  be  reviewable  as  hereinafter  provided. 
The  Commission  shall  promulgate  rules  and  regulations  for  the 
administration  of  its  duties  and  the  determination  of  rates  as 
herein  required  subject  to  the  procedures  prescribed  by  Chapter 
30A.     Every  rate,   classification  and  other  regulation  established 
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by  the  Commission  shall  be  consistent  where  applicable  with 
the  principles  of  reimbursement  for  provider  costs  in  effect 
from  time  to  time  under  Titles  XVIII     and  XIX  of  the  Social 
Security  Act  governing  reimbursements  or  grants  available  to 
the  Commonwealth,   its  departments,   agencies,  boards,  commissions 
or  political  subdivisions  for  general  health  supplies,  care, 
services  and  accommodations .     The  Commission  shall,  prior  to  the 
establishment  of  any  rate,   classification  or  other  regulation 
herein  referred  to,   file  a  copy  of  the  same  with  the  budget  dir- 
ector and  with  the  House  and  Senate  committees  on  ways  and  means. 

Any  provider  of  health  services  which  receives  reimbursement 
or  payment  from  any  governmental  unit  for  general  health  supplies, 
care,   services  and  accommodations  shall,   as  a  condition  of  the 
receipt  of  such  reimbursement  or  payment, 

(1)  permit  the  Commission,  or  any  designated 
representative  thereof,  to  examine  such  books  and  accounts 
as  may  reasonably  be  required  to  perform  its  duties? 

(2)  file  with  the  Commission  from  time  to  time,  or 
on  request,   such  data,   statistics,   scheduler:  or  other 
information  as  it  may  reasonably  require; 

(3)  accept  reimbursement  or  payment  at  the  rates 


( 


12. 


established  by  the  Commission,   subject  to  a  right  of  appeal 
under  Section  30  0,   as  discharging  in  full  any  and  all 
obligations  of  an  eligible  person  and  the  governmental  unit 
to  pay,   reimburse  or  compensate  the  provider  of  health  service 
in  any  way  for  general  health  supplies,   care,   services  or 
accommodations  provided. 
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THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 

HISTORY 

An  Act  adopted  by  the  Legislature  on  July  3,   1968,  estab- 
lishing the  Rate  Setting  Coram  is  s  ion  was  approved  by  Governor 
John  A.  Volpe  and  became  effective  on  September  12,  1968. 

The  Commission  shall  consist  of  the  Commissioner  of  Admin- 
istration  (or  his  designee),  v/ho  shall  be  the  chairman,   and  four 
other  members  appointed  by  the  governor — -one  of  whom  shall  be  a 
certified  public  accountant,   one  shall  be  a  representative  of 
organized  labor,   and  one  shall  be  a  person  experienced  in  the 
field  of  medical  economics. 

On  September  16,   1968,   the  first  meeting  of  the  Commission 

was  held  in  Room  312  at  the  State  House.     The  four  members,  duly 

appointed  by  the  Governor,   consisted  of  the  following: 

Anthony  P.  DeFalco,  Chairman 
Commissioner  of  Administration  &  Finance 

Modest  S.   Mele,   CP. A. 

Oliver  T.  Bergstrom 

Chairman  of  the  Board  of 

Middlesex  County  Bank,  Everett  (Retired) 

Salvatore  Camel io 
President  AFL-CIO 
State  Labor  Council 
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Professor  Jerome  Pollack 
Associate  Dean 
Harvard  Medical  School 

At  this  meeting,   and  until  further  notice,  David  Hayes,  Esq., 

of  the  Governor's  office,  was  delegated  as  legal  advisor  to 

the  Commission. 

Mr.  Theodore  W.  Fabisak,  Director  of  the  Bureau  of  Hospital 
Costs  and  Finances,  and  Mr.  John  J.  Lennon,  Executive  Secretary 
of  the  Rate  Setting  Board,  were  reapprised  of  the  merger  of 
their  respective  bureaus  into  the  newly-established  Commission 
and  were  advised  of  their  future  responsibilities. 

Following  the  meeting  of  December  20,  the  Commission 
appointed  Mr.  Edmund  H.  Stone  as  the  Executive  Secretary,  who 
reports  directly  to  the  Commission.     The  appointment  was  made 
effective  January  1,   1969.     Mr.  Stone  acts  as  executive  and 
administrative  head  of  the  Commission  and  supervises  all  employ- 
ees . 

7\t  the  meeting  on  December  26,   1968,  with  Charles  E. 
Shepard  as  Acting  Chairman,  Manuel  M.  Farber,   Esq.,  was 
appointed  Hearing  Officer,   effective  January  1,  1969. 

On  January  3,   1969,  Donald  R.  Dwight,   Commissioner  of 
Administration  and  Finance,  became  Chairman;  Charles  E.  Shepard, 
Acting  Chairmaii;  and  Edmund  H.  Stone,  Executive  Secretary. 

On  March  5,  with  Donald  R.  Dwight  as  Chairman,  Eugene  R. 
Capuano,  Esq.,  Assistant  Attorney  General,  was  appointed  as 
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General  Counsel  for  the  Commission. 

On  September  9,   1959,   John  F.  O'Leary,   Esq.,   the  Governor's 
Special  Counsel  for  Health  Affairs,  was  appointed  Chairman 
Designate  by  Commissioner  of  Administration,  Donald  R.  Dv/ight. 

On  September  25,   1969,   Professor  Leon  S.  VThite  of  the  Sloan 
School  of  Management  at  M.I.T.  was  appointed  a  member  of  the 
Commission  by  Governor  Sargent  to  succeed  Oliver  T.  Bergstrom. 

On  October  3,  with  John  F.  O'Leary,   Esq.,   as  Chairman, 
Mr.  Edward  R.  Donovan,  CP. A.,  was  appointed  Supervisor  of  Audits. 

On  December  1,   1969,  with  John  F.  O'Leary,  Esq.,   as  Chairman, 
Mr.  John  H.  Simons  was  appointed  Director  of  the  Bureau  of 
Medical  Service  Rates  of  the  Commission,   effective  December  15, 
1969. 

On  February  1,   1969,   the  former  Rate  Setting  Board  was 
joined  physically  with  the  former  Bureau  of  Hospital  Costs  and 
Finances  in  quarters  at  80  Boylston  Street.     The  combined  two 
bureaus  consisted  of  3  7  employees,   17  of  whom  were  State 
employees    (including  the  Executive  Secretary  and  2  Directors), 
and  20  who  were  paid  by  Blue  Cross   (pursuant  to  Chapter  176A 
of  the  General  Laws,  Section  5) .     The  Rate  Setting  Board 
consisted  of  12  employees  and  the  Bureau  of  Hospital  Costs 
and  Finances  consisted  of  24  members. 
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The  Commission  occupied  an  area  of  6057  square  feet.  The 
cost  of  operation  for  fiscal  year  1969  was  $219,254.88.     Of  this 
amount,   $40,109.78  was  expended  by  the  two  bureaus  through 
October  15,   1968,  prior  to  the  merger.     These  amounts  are 
exclusive  of  the  Blue  Cross  expenditures. 

As  of  O'une  30,   1969,  the  staff  of  the  Commission  consisted, 
of  the  four  Commissioners,   the  Chairman,  the  Executive  Secretary, 
and  63  employees  for  a  total  of  69.     Of  this  number,  41  were  on 
the  Commission's  State  payroll,   2  charged  to  the  office  of 
Administration  &  Finance  and  1  charged  to  the  office  of  the 
Attorney  General.     The  remaining  25  employees  were  on  the 
"contract"  Blue  Cross  payroll.     This  total  group  now  occupies  an 
area  of  approximately  7900  square  feet.     Cost  of  operation  for 
fiscal  1970  was  $348,381.46 — exclusive  of  the  Blue  Cross 
expenditures . 

It  might  be  noted  that  the  recent  report  of  the  State  Auditors 
indicate  that  the  Blue  Cross   "payroll",   as  of  September  19  70   (on  an 
annual  basis)   amounted  to  $264,538.00.     This  does  not  include 
travel,   equipment  or  any  other  related  expenses.     V7e  indicate, 
for  comparison  purposes,   that  the  Commission  is  currently  operating 
on  a  1971  State  budget  of  $611,890.00. 

The  staff  of  the  Rate  Setting  Commission  has  almost  doubled 
since  its  inception  21  months  ago—and  of  necessity  will  continue 
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to  expand  for  some  time,  due  to  its  ever-increasing  responsibilitie 
in  the  voluminous  field  of  care  for  the  publicly-aided. 

The  work  load  continues  to  increase  tremendously  in  the  prep- 
aration of  rates  for  1100  Nursing,  Convalescent  and  Rest  Homes, 
173  Home  Health  Agencies,   223  Institutions  in  the  Hospital, 
Sanatoria  and.  Infirmary  field--the  latter  group  by  lav/  calls  for 
a  minimum  of  600  rates;  however,   depending  upon  circumstances, 
could  conceivably  be  two,  three  or  four  times  as  great,   as  is 
illustrated,  by  our  latest  output  of  three  times  the  minimum. 

The  Commission  also  has  the  authority  and  responsibility 
of  approving  contracts  and  rates  of  payment  betvzeen  any  hospital 
service  corporation   (Blue  Cross)   and  any  provider  of  health  service 
and  additionally  has  the  sole  responsibility  for  setting  rates  of 
payment  to  be  used  by  the  Division  of  Industrial  Accidents  in 
the  Department  of  Labor  and  Industries. 

In  the  fiscal  year  1959,   payments  to  providers  of  health  care 
services  under  rates  established  by  this  Commission  totaled 
approximately  $234,000,000.00,   or  almost  20%  of  the  State  budget 
for  that  year.     This  control  over  State  expenditures  has  and  will 
continue  to  increase  due  to  the  continuing  expansion  of  the  Rate 
Setting  Commission's  scope  of  activities. 

It  should  be  noted  that  some  3  700  rates*  were  approved  during 

*  See  Appendix  A 
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1969  by  this  Commission  relating  to  1308  facilities.      (Please  note 
attached  chart.) 

On  December  15,   1969,   the  Bureau  of  Medical  Service  Rates 
became  operative  as  the  third  bureau  of  the  Rate  Setting  Commission. 
After  a  review  of  the  wide  scope  of  rate  determination  for  which 
this  Bureau  would  be  responsible   (e.g.  all  individual  practitioner 
rates),  and  the  resources  needed  to  discharge  this  responsibility, 
it  was  obvious  that  a  sizable  augmentation  to  our  present  work 
load  would  result.     Therefore,   a  program  designed  by  the  Executive 
Secretary,   Mr.  Edmund  H.  Stone,   and  the  Bureau's  Director,  Mr.  John 
H.  Simons,  was  implemented.     ft  limited  number  of  qualified  per- 
sonnel were  added,  resulting  in  sufficient  progress  that  by 
January  30,   19  70,   emergency  regulations  were  filed  with  the 
Secretary  of  State,   effective  February  1,   1970,  governing  rates  of 
payment  to  be  made  to  the  1700  pharmacies  in  the  Comraonwealth,  on 
legend  and  non-legend  drugs  provided  to  publicly-aided  individuals. 
On  April  23,   1970,  permanent  pharmacy  rates,  effective  May  1,  1970, 
were  adopted  and  subsequently  filed. 

Another  project  was  begun  in  the  certified,  clinical  and 
hospital  laboratory  field.     Surveys  and  studies  were  pursued  on  the 
fees  for  92  of  the  most  common  laboratory  tests  recognized  by  the 
Department  of  Public  Health  in  the  99  certified  clinical  laboratorie 
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of  the  State.     For  analytical  purposes /   fees  of  26  of  approx- 
imately 120  hospital  laboratories  in  the  Commonwealth  were  also 
surveyed . 

These  studies  will  lead  to  recommended  rates  to  be  paid 
provider  laboratories  for  services  to  the  publicly-aided.  These 
rates  will  be  based  on  several  thousand  computations,   a  review  of 
applicable  literature  and  liaison  with  laboratory  spokesmen, 
pathologists  and  governmental  officials. 

Additionally,   surveys  and  studies  are  in  process  relating  to 
the  fees  for  physicians'  services.     These  studies  will  lead  to  the 
establishment  of  fees  for  nearly  2,000  procedures   (general  medicine, 
surgery,   anesthesia  and  radiology). 

In  addition,  with  liaison  with  the  Massachusetts  Medical 
Society,   specialty  groups,   and  others,  the  Bureau  has  initiated  an 
extensive  literature  review  and  systematic  collection  of  relevant 
statistics  and  other  information.     Adoption  of  regulations  governing 
the  payment  of  physicians'   services  is  expected  for  early  1971. 

During  the  first  six  months  of  operation,  the  Bureau  of  Medical 
Service  Rates  began  preliminary  work-up  on  such  areas  of  future 
regulations  as 

...vision  care  fees  (opthalmologists,  optometrists  and  opticians); 
...dentists'   fees   (including  three  dental  school  clinics); 
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...hearing  aid  evaluation  clinics  and  hearing  aid  dispensers; 

...medical  supplies. 

In  addition  to  the  above,  the  Bureau  of  Medical  Service  Rates, 
when  fully  operational,   is  expected  to  analyze  requests  for  rates 
by  virtually  all  health  care  providers — exclusive  of  hospitals  or 
nursing,   convalescent  or  rest  homes.     This  rate  preparation  probably 
will  include,  but  will  not  be  limited  to,   such  providers  as  home 
health  care  agencies,  private  duty  nurses,  physical  and  occupational 
therapists,   ambulance  services  and  state-employed  medical  consultants 
in  State  institutions—and  any  other  care  recognized  under  the 
laws  of  the  Commonwealth. 

Notwithstanding  the  aforementioned,   the  continual  increase  of 
our  work  load  can  be  attributed,   to  a  great  extent,  to  the  field  of 
research  and  development  within  the  Commission.     The  necessity  for 
greater  in-depth  field  audits  and  computations  of  per  diem  rates, 
together  with  more  extensive  review  of  field  audits,   is  resulting 
in  speedier  preparation  of  detailed  reports.     A  considerable  number 
of  these  factual  materials  are  made  available  to  our  legal  staff 
for  appeal  purposes,  and  using  past  experience  as  a  base,   it  is 
estimated  that  over  500  appeals  will  be  heard  and  adjudicated  this 
year.     Because  of  the  increase  in  numbers  and  complexity  of  the 
matters  to  which  there  was  a  right  to  appeal,   it  became  necessary 
to  expand  the  hearing  staff  extensively. 


Our  personnel  constantly  assembles  audit  data,   statistics  and 
other  pertinent  information  to  assist  the  Executive  Secretary  and 
his  bureau  heads  in  preparing  staff  recommendations  which  are 
presented  to  the  Commission  for  its  consideration.  Additional 
data  is  also  compiled  to  assist  the  Executive  Secretary  and  the 
Commission  to  remain  abreast  of  current  developments,  to  coordinate 
continual  updating  and  revision  of  our  Regulations,   in  order  to 
remain  eligible  for  maximum  Federal  participation  in  the  various 
health  service  programs. 


THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 

APPEALS  OF  RATES 

Providers  of  health  services,   for  which  the  Rate  Setting 
Commission  is  required  to  establish  rates ,   are  entitled  to  appeal 
to  the  Commission  under  various  circumstances.     The  particular 
circumstances  under  which  appeals  may  be  taken  are  defined  by- 
law and  the  Commission's  own  regulations. 

Because  of  the  volume  of  appeals,  the  Commission  has  full- 
time  Hearing  Officers  assigned  to  the  actual  task  of  listening  to 
evidence  and  making  recommended  rulings  relative  to  appeals.  The 
Commission  then  considers  the  matter  based  upon  the  hearing  officer 
written  report.     An  appeal  may  then  be  taken  to  the  Court  from 
the  Commission's  decision.     The  agency  is  required  to  furnish  the 
Attorney  General  with  the  record  of  the  proceeding  to  be  filed 
by  him  in  Court. 

On  December  29,   1959,  the  Commission  voted  to  adopt  a  set  of 
detailed  "Rules  of  Practice  and  Procedure"*  governing  legal 
procedure  in  connection  with  hearings  and  appeals.     The  "Rules", 
because  of  their  comprehensiveness  and  precision,  have  become  a 
model  for  other  State  agencies. 

As  of  December  31,   1968,  when  the  Commission  had  but  a  single 
hearing  officer  to  deal  with  the  caseload,  there  were  75  appeal 

*  See  Appendix  B 


cases  in  which  the  hearing  officer  had  heard  the  parties  in  a 
formal  hearing  and  was  drafting  recommendations  relative  to  each 
matter  for  consideration  by  the  Commission.     There  remained  176 
cases  to  be  scheduled  for  hearing. 

For  the  period  January  1,   1969,  through  June  30,  1970, 
524  new  appeals  of  rates  set  for  nursing,   convalescent  and  rest 
homes,  hospitals,  pharmacies  and  other  health  service  providers 
were  received  by  the  Commission;  126  cases  were  to  be  scheduled 
for  hearing.     In  addition,   the  appeals  from  the  prior  period 
we  r  e  comp 1 e t e d . 

An  intensive  Commission  effort  has  been  directed  at  reducing 
the  number  of  appeals,   as  well  as  the  backlog.     There  has  been  a 
marked  increase  in  the  complexity  of  questions  raised  on  appeal  a 
a  greater  variety  cf  providers  come  within  the  Commission's  scope 
of  activities. 

Using  past  experience  as  a  base,   it  is  estimated  that  500 
appeals  will  be  heard  and  adjudicated  this  year.  Because  of  the 
increase  in  number  and  complexity  of  the  matters,   it  became  nec- 
essary for  the  Commission  to  expand  the  staff  of  hearing  officers 

At  each  and  every  hearing,   a  legal  counsel  and  a  Senior 
Accountant  are  present  to  participate  and  to  safeguard  the 
interests  of  the  Commonwealth. 


THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 


COMMISSIONERS'  MEETINGS 

The  Rate  Setting  Commission  was  established  by  the  Legislature 
July  3,   1968,   and  became  effective  September  12,  1958. 

For' the  period  of  September  12,   1968,   through  June  3,  1969, 
the  Commissioners  held,  eighty-six  meetings- — exclusive  of  twelve 
public  hearings. 

The  first  meeting  was  held  on  September  16,   1968,   at  2  P.M. 
in  Room  312  of  the  State  House  at  the  offices  of  Anthony  P.  DeFalco, 
Commissioner  of  Administration  and  Finance,  who,  by  virtue  of  his 
office,  became  Chairman  of  the  Commission.     The  four  additional 
members,   appointed  by  Governor  John  A.  Volpe,  were:     Oliver  T. 
Bergstrom,  Modest  S.  Mele,   Professor  Jerome  Pollack  and  Salvatore 
Camelio. 

Eight  of  the  first  nine  meetings  were  likewise  held  in  Room  312 
at  the  State  House  and.  one  in  Room  2106  at  the  State  Office  Building. 

On  January  3,   1969,   at  the  ninth  meeting,  Mr.  Donald  R.  Dwight, 
Commissioner  of  Administration  and  Finance,  became  Chairman  of  the 
Commiss  ion . 

On  August  7,   1969,   at  meeting  number  38,   John  F.  O'Leary,  Esq., 


the  Governor's  Special  Counsel  for  Health  Affairs,  was  appointed 
Chairman  designate  by  Commissioner  Dwight. 

On  October  2,   1969,   Professor  Leon  S.  White  of  the  Sloan 
School  of  Management,  Massachusetts  Institute  of  Technology,  was 
sworn  in  by  the  Governor  as  a  member  of  the  Commission,  succeeding 
Oliver  T.  Bergstrom.     Professor  White  attended  his  first  meeting 
on  October  3,   19S9,  the  forty-seventh  meeting  of  the  Commission. 

Practically  all  meetings  following  January  3,   1969,  were  held 
at  the  Commission's  offices  at  80  Boy Is ton  Street,  Boston, 
Massachusetts . 
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THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 
PUBLIC  HEARINGS 

During  the  period  encompassing  this  report,   the  Commission 
held  13  public  hearings  listed  as  follows: 

1.  October  28,  1968. 

Lemuel  Shattuck  Hospital,   Jamaica  Plain. 
Rules  and  Regulations  Governing  Hospitals,  Sanatoria, 
and  Infirmaries  -  Industrial  Accident  Patients. 
Anthony  P.  DeFalco,  Chairman. 

2.  March  27,  1969. 

Lemuel  Shattuck  Hospital,   Jamaica  Plain. 
Nursing  and  Convalescent  Homes*. 
Donald  R.  Dwight,  Chairman. 

3.  April  15,  1969. 

Lemuel  Shattuck  Hospital,   Jamaica  Plain. 
Rest  Homes. 

Oliver  T.  Bergstrom,   Commissioner,  Acting  Chairman. 

4.  June  10,  1969. 

80  Boylston  Street,  Boston. 

Amendments  to  the  Schedule  of  Charges  Made  to  the 
General  Public  at  the  Lemuel  Shattuck  Hospital. 
Salvatore  Camel io,   Commissioner,   Acting  Chairman. 


5.  July  1,   19 69. 

Room  436 ,  State  House,  Bos' ton. 

Mental  Health  and  Public  Health  Hospitals  Charges  to 

General  Public. 

Donald  R.  Dwight,  Chairman. 

6.  November  6  and  13,  1969. 

Room  473A,   State  House,  Boston. 

Proposed  Contract,  Blue  Cross,  Inc.,  and  Participating  Pharmacies. 
John  F.  O'Leary,  Chairman. 

7.  November  17,  1969. 
Gardner  Auditorium,  Boston. 

Proposed  Contract,  Blue  Cross  and  Harvard  Community  Health  Plan. 
John  P.  O'Leary,  Chairman. 

8.  December  29,  1969. 

80  Boylston  Street,  Room  1140,  Boston. 
Re:     Rules  of  Practice  and  Procedure. 
John  F.  O'Leary,  Chairman. 

9.  March  6,  1970. 

Room  2106,  Leverett  Saltonstall  Bldg.,   100  Cambridge 
Street,  Boston. 

Blue  Cross  Supplemental  Agreement  Interpreting  Special  Services. 
John  P.  O'Leary,  Chairman. 


10.  April  10,  1970. 

Gardner  Auditorium,  Boston. 
Ph  a  rma  cy  Re  imbur  s  errten  t  Ra  t e  s . 
John  F.  O'Leary,  Chairman. 

11.  April  16,  1970. 

Lemuel  Shattuck  Hospital,  Jamaica  Plain. 
Publicly-aided  Rates  of  Reimbursement. 
John  F.  O'Leary,  Chairman. 
\i.  May  7,  1970. 

Gardner  Auditorium,  State  House,  Boston. 
Industrial  Accident  Reimbursement  Rates. 
John  F.  O'Leary,  Chairman. 
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THE  COMMONWEALTH  OF  MASSACHUSETTS 

RUI.ES  AND  REGULATIONS 

The  following  Rules  and  Regulations  were  researched,  developed, 
and  discussed  at  a  public  hearing  and  approved  by  the  Commission 
(these  regulations  were  promulgated  during  the  period  covered  by 
this  report) : 

1.   RULES  AND  REGULATIONS  GOVERNING  THE  DETERMINATION  OF  RATES 
OF   PAYMENT  TO  HOSPITALS,    SANATORIA,   AND  INFIRMARIES  UNDER 
G.L.   c.    7,    s.   30K-30P,   FOR  PUBLICLY-AIDED  PATIENTS , 
EFFECTIVE  OCTOBER  1,  1968. 

Filed  with  the  Secretary  of  State  on  November  27,  1963 


2.  RULES  AND  REGULATIONS  GOVERNING  THE  DETERMINATION  OF  RATES 
OF  PAYMENT  TO  HOSPITALS,    SANATORIA,   AND  INFIRMARIES  UNDER 
G.L.    c.    7,    s.    30K-30P,    FOR   INDUSTRIAL  ACCIDENT  PATIENTS , 
EFFECTIVE  OCTOBER  1,  1968. 

Filed  with  the  Secretary  of  State  on  November  27,  1968 

3.  RULES  AND  REGULATIONS  GOVERNING  THE  DETERMINATION  OF  INDI- 
VIDUAL RATES  OF  PAYMENTS  TO  REST  HOMES  PER  G.L.  Chapter  7, 
Sections  30K-30P,   EFFECTIVE  JANUARY  1,  1969. 

Filed  with  the  Secretary  of  State  on  July  18,  1969   


4.  RULES  AND  REGULATIONS  GOVERNING  THE  DETERMINATION  OF  INDI- 
VIDUAL RATES  OF  PAYMENTS  TO  CONVALESCENT  AND  NURSING  HOMES 
PER  G.L.  CHAPTER  7,   SECTIONS  30K-30P,   EFFECTIVE  JANUARY  1,  1969 

Filed  v/ith  the  Secretary  of  State  on  June  25,   1969  . 


5.   EMERGENCY  RULES  AND  REGULATIONS  GOVERNING  THE  DETERMINATION 
OF  RATES  OF  PAYMENT  TO  HOSPITALS,    SANATORIA,   AND  INFIRMARIES 
UNDER  G.L,   C.    7,    SS.    30K-30P,   FOR  PUBLICLY-AIDED  PATIENTS , 
EFFECTIVE  OCTOBER  1,  1969. 


Filed  with  the  Secretary  of  State  on  October  3,  1969 
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EMERGENCY  RATES  OF  PAYMENT  ESTABLISHED  FOR  HOSPITALS, 
SANATORIA,   AND  INFIRMARIES  UNDER  THE   "EMERGENCY  RULES  AND 
REGULATIONS  GOVERNING  THE  DETERMINATION  OF  RATES  OF  PAYMENT 
TO  HOSPITALS,   SANATORIA,   AND  INFIRMARIES  UNDER  G.L.  c.7, 
ss.   30K-P,   FOR  INDUSTRIAL  ACCIDENT  PATIENTS",  EFFECTIVE 
OCTOBER  1,  1969. 

Filed  with  the  Secretary  of  State  on  December  22 ,  1969 

EMERGENCY  REGULATIONS  OF  THE  RATE  SETTING  COMMISSION 
PROMULGATED  UNDER  G.L.   C.    7,    S.   30L,   AND  IN  ACCORDANCE 
WITH  G.L.   C.    3 OA,   GOVERNING  THE  DETERMINATION  OF  RATES 
OF  PAYMENT  TO  BE  USED  BY  ALL  GOVERNMENTAL  UNITS   IN  MAKING 
PAYMENTS  TO  PHARMACIES  FOR  PRESCRIBED  DRUGS   PROVIDED  TO 
PUBLICLY-AIDED  INDIVIDUALS,   EFFECTIVE  FEBRUARY  1,    19  70. 

Filed  with  the  Secretary  of  State  on  Jnauary  30,  19  70 

EMERGENCY  RULES  AND  REGULATIONS   UNDER  G.L.    c.7,    SS.  30K- 
3 OP,   GOVERNING  THE  DETERMINATION  OF  RATES   OF   PAYMENT  TO  BE 
USED  BY  ALL  GOVERNMENTAL  UNITS  FOR  INPATIENT  CARE  PROVIDED 
TO  PUBLICLY-AIDED  PATIENTS  BY  HOSPITALS,   SANATORIA,  AND 
INFIRMARIES,   EFFECTIVE  JANUARY  1,  1970. 

Filed  with  the  Secretary  of  State  on  February  19,   19  70 


EMERGENCY  RULES  AND  REGULATIONS  UNDER  G.L.    c.    7,    sr..  30K-P, 
GOVERNING  THE  DETERMINATION  OF  R&TES  OF  PAYMENT  TO  BE  USED 
BY  ALL  GOVERNMENTAL  UNITS  FOR  OUTPATIENT  CARE  PROVIDED  TO 
PUBLICLY-AIDED  .PATIENTS,    OTHER  THAN  THOSE  RECEIVING  CARE 
UNDER  THE  COMMONWEALTH  *  S  MEDICAID  PROGRAM,   BY  HOSPITALS, 
SANATORIA,   AND  INFIRMARIES ,   EFFECTIVE  JANUARY  1,    19  70. 

Filed  with  the  Secretary  of  State  on_February  19,  1970 

RULES  AND  REGULATIONS   UNDER  G.L.   G.    7,    SS.  30K-30P, 
GOVERNING  THE  DETERMINATION  OF  RATES   OF   PAYMENT  TO  BE  USED 
BY  ALL  GOVERNMENTAL  UNITS   IN  MAKING  PAYMENTS  TO  PHARMACIES 
FOR  PRESCRIBED  DRUGS   PROVIDED  TO  PUBLICLY- AIDED  INDIVIDUALS, 
EFFECTIVE  MAY  1,    19  70. 

Filed  with  the  Secretary  of  State  on  April  23,   19  70  
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11.   RULES  AND  REGULATIONS  UNDER  6.L.   c.    7,    8&.  30K-30P, 

GOVERNING  THE  DETERMINATION  OP  RATES  OF  PAYMENT  TO  BE 
70-5  USED  BY  ALL  GOVERNMENTAL  UNITS  FOR  INPATIENT  CARE  PRO- 

VIDED TO  PUBLICLY-AIDED  PATIENTS  BY  HOSPITALS,  SANATORIA, 
AND  INFIRMARIES,   EFFECTIVE  APRIL  1,    19  70. 

Filed  with  the  Secretary  of  State  on April 23,  1970  

RULES  AND  REGULATIONS   UNDER  G.L.    c.    7,    SS.  30K-30P, 
GOVERNING  THE  DETERMINATION  OF  RATES  OF  PAYMENT  TO  BE  USED 
BY  ALL  GOVERNMENTAL  UNITS  FOR  OUTPATIENT  CARE  PROVIDED  TO 
PUBLICLY-AIDED  PATIENTS,    OTHER  THAN  THOSE  RECEIVING  CARE 
UNDER  THE  COMMONWEALTH ' S  MEDICAID  PROGRAM,   BY  HOSPITALS, 
SANATORIA,   AND  INFIRMARIES,   EFFECTIVE  APRIL  1,  1970. 
i 

Filed  with  the  Secretary  of  State  on  April  23,  1970 

RULES  AND  REGULATIONS  GOVERNING  THE  DETERMINATION  OF  RATES 
OF  PAYMENT  TO  HOSPITALS,   SANATORIA,   AND  INFIRMARIES  UNDER 
G.L.   c.    7,    ss.   30K-30P,   FOR  INDUSTRIAL  ACCIDENT  PATIENTS, 
EFFECTIVE  JANUARY  I,    19  70. 

Filed  with  the  Secretary  of  State  on May  21,  1970 


EMERGENCY  RULES  AND  REGULATIONS  UNDER  GCL.   c.    7,    ss.   3  0K-P, 
GOVERNING  THE  DETERMINATION  OF  RATES  OF  PAYMENT  TO  BE  USED 
BY  ALL  GOVERNMENTAL  UNITS  FOR  OUTPATIENT  CARE  PORVIDED  TO 
PUBLICLY-AIDED  PATIENTS  UNDER  THE  COMMONWEALTH'S  MEDICAID 
PROGRAM  BY  HOSPITALS,   SANATORIA  AND  INFIRMARIES,  EFFECTIVE 
JULY  1,  1970. 

Filed  with  the  Secretary  of  State  on  June  24,   19  70 


These  regulations  are  available  upon  request  at  the  office  of 
the  Rate  Setting  Commission. 
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70-6 


13. 

70-7 


14. 

70-8 
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THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 

FINANCIAL  REPORT 


Statement  of  Disbursements  Under  Appropriations 


 1969 

1970 

Appropriations  $256,075. 

58 

$455,02  7 

.00 

Disbursements  219,245. 

58 

348,381 

.46 

Emcumbrances  -0- 

23,614 

.61 

Reverced (  36,830. 

00 

83 , 030 

» 93 

$256,075. 

58 

$455,027 

.00 

Analysis  of  Disbursements: 

Salaries  -  Permanent  $122,754. 

82 

$252,573 

.01 

Salaries  -  Temporary  30,967. 

10 

18,315 

.92 

Services  -  Non-Employees  16,634. 

00 

23,667 

.05 

Pleat  and  Other  Plant  Operations  1,630. 

50 

1,65  7 

.94 

Travel  5,000. 

88 

7,583 

.17 

Advertising  and  Printing  1,475. 

26 

2,810 

.42 

Repairs,  Alterations  and  Additions  380. 

19 

436 

.37 

O  i-srj  m  r>  1     "17*  vno  v>  c  &  a                                                                              £\  O  ^ 
O     c;  L- J- o  X     x_j./i^>fc:  Jlo  fc?  o                                                                                   KjZs  D  * 

nn 

(J  u 

Office  Supplies  and  Expenses  6,773. 

73 

10, 216 

.62 

Equipment                                                        5 , 003 . 

10 

7,  071 

.54 

Rentals  27,931. 

00 

24, 049 

.42 

$219,245. 

58* 

$348,381 

.45 

* Costs 

Rate  Setting  Board   (Expenses  through  10/15/6 

8) 

$  2  7,216 

.90 

Bureau  of  Hospital  Costs  &  Finances 

12,892 

.88 

Rate  Setting  Commission   (Actual  Cost  of 

Rate  Setting  Commission) 

179, 135 

.80 

$219,245 

.58 

Notation  from  Current  State  Auditor  Report: 

(Chapter  176A,   Section  5,  Amended  in  1969 

to  Chapter  874) . 

Blue  Cross  Payroll   (on  Annual  Basis)   as  of 

September  19  70 

$264, 538 

.00 

Blue  Cross  Travel  Expenses  -  July  /,   1969  to 

June  30,   1970  (Estimated) 

15,335 

.22 

$2  79,874.22 


Appendix.  "A" 
HOSPITALS  .  S^rr^A 


yi/£Mv 


'do 


!  Lt  i      I     /  ,U  ' 


HEALTH  i^st.T'OTicms 


l.s| 

■1 

i 
1 

.  I 

:  i 

Ujsi 

..,}_•..[  _  1  _  i  ■  i    i  i 

MM      ?     \     j     i  i 

M  M  M 

1 

i  t 
i  ! 

I 

■  \  \ 

•  1 

1 

i  -Mi  !  ! 

f  i 

i 

•  - 

• 

i 

1 

1 
i 
I 

\ 

t  1 

■1  ! 

1   !  j 

-  hi  I 

^  i 

!•    i  •  i     j  j 

7! 

_ 

1                1        |  ! 
l  it 
II!1 

1  

!  !  ■ 

7l:.f 

!  ! 

l  ! 

1  ! 
'       •  1 

i  ! 

1  < 

L  '!  ! 



1 

i 
i 

1 

1 

M 

I 

i  J~ 

1 

i  : 
1 

- 

I  CO 

I  

i 
i 

1  i  i  Mi  ! 

1     i     ;     i  ! 

!    1    i    1    !  1 

i 

! 
1 

1  ■ 
i 

I 

i 

1  - 

1 

!  i  i 
!  i  1 

1          1  ! 

1 
1 

i 

i 

[     !•     !     I     |  i 

!       j       |       j  i 

1       1  ! 

!     i     \  10 

1 

i  ! 

i           1          !  — . 

1  . 

t 

! 

i    [   :  \S\ 

1  : 
!  i 
! 

1  1 
1 

1  . 

ill 
:  i  si 

j  | 

!  ! 

j  i 

!  ■  i 

!         !         !                f  \ 

;  -2,3 


>  L!c  6 


\o0 


i  r 


in  Si 


\77 


REST  UOKSS 


1 


Ra^A&sts-  Retail;  |n4 


j   "iTHes^  TWO  BATES  Afce.APP 


o   )  1 15" 


'13 


4  42. 


.1  o 


MM 
•  t  1 


\C  /  .:•.  •  r      To    s"o;>;      170 O    R£TA,IU  FVIA&HAC  1  wS 


Mil 


"l 

rl  1 

MM!! 

j 

bs3!  !  !M?r 

visit . 


i  ■ 


R/\TF  SETTING  CO?  If,-1!ScI' 


RULES  OF  PRACTICE  AMD 

(With  Approved  Forms) 


RAY  :  SS7T!i-!G  COMi,i!S5!DM 
CO  Efeyfeton  Street 


-1-10-0  1C1-2 ! 


Publication  of  this  Document  apm-owd  by  A! 


!  C.  I  loll  Lf.-'i.  Si        p      '        ■    .'  - 

E.stimate-tl  Cost  l\r  ( 


COMMONWEALTH  OF  MASSACHUSETTS 


RATE  SETTING  COMMISSION 


Table  of  Contents 


RULES  OF  PRACTICE  AND  PROCEDURE 


Sec.  Page 

1.  SCOPE  AND  CONSTRUCTION  OF  RULES  1 

1.1  Procedure  Governed  1 

1.2  Definitions  1 

1.3  Waiver  of  Rules  2 

2.  GENERAL  PROVISIONS  2 

2.1  Office  2 

2.2  Date  of  Receipt 

(a)  By  the  Commission  2 

'        (b)  By  Parties  and  other  persons  2 

2.3  Identification  2 
2. A      Computation  of  Time  3 

2.5  Extensions  of  Time  3 

2.6  Signatures  3 

2.7  Appearances  3 

2.8  Ex  Parte  Communications  3 

2.9  Formal  Requirements  as  to  Pleadings,  Documents 

and  Other  Papers  Filed  In  Proceedings  A 

(a)  Copies  A 

(b)  Form  A 

(c)  Filing  A 

2. 10  Fees  and  Charges  5 

(a)  Transcripts  5 

(b)  Other  5 

3.  PARTIES:  APPEARANCES:  INTERVENTION  AND  PARTICIPATION  5 

3.1  Parties  and  Appearances  5 

(a)  Parties  6 

(b)  Persons  not  parties  6 

(c)  Appearances  6 

3.2  Intervention  6 

(a)  Filing  of  Petition  6 

(b)  Form  and  Contents  of  Petition  6 

(c)  Filing  and  Service  of  Petition  6 

(d)  Ansv7ers  to  Petitions  6 

(e)  Action  on  Petitions  7 

A.         RULE  MAKING 

A.l      Petition  For  Issuance,  Amendment,  or  Repeal  of  Rule.s7 

A. 2      Initial  Procedure  To  Handle  Recommended  Rules  7 
A. 3      Procedure  For  The  Adoption,  Amendment  or  Repeal  of 

Rules  Where  No  Public  Hearing  Is  Required  8 

(a)  Notice  8 

(b)  Procedure  8 


ii 


Page 

(c)  Oral  Participation  9 

(d)  VJaivcr  of  Notice  and  Participation  9 

4.4  Procedure  For  The  Adoption,  Amendment  or  Repea]  of 
Rules  Where  A  Public  Hearine;  Is  Required  9 

(a)  Notice  10 

(b)  Procedure  ]0 

(c)  Oral  Participation  10 

(d)  Emergency  Rule  10 

4.5  Availability  of  Rules  11 

4.6  Filing  of  Rules  1 1 

4.7  Advisory  Rulings  11 

4.8  Request  For  Notice  of  Hearings  12 

(a)  Who  May  File  12 

(b)  Form  of  Request  12 

(c)  When  Filed  12 

4.9  Contents  of  Rules  12 

5 .  PLEADINGS  1 3 

5.1  Initial  Pleading  1 3 

(a)  Definition  13 

(b)  Content  13 

5 . 2  Answer  1  3 

5.3  Amendments  to  Pleadings  14 

5.4  Withdrawal  of  Pleadings  14 

(a)  Prior  to  Commencement  of  Hearing  14 

(b)  After  Commencement  of  Hearing  14 

5.5  Motions  14 

(a)  General  14 

(b)  Delay  of  Adjudicatory  Proceeding  15 

(c)  Motion  Prior  to  Hearing  15 

(d)  Motions  During  Hearing  15 

6.  SERVICE  15 
6.1      Service  15 

(a)  General  Rule  15 

(b)  On  Whom  Served  15 

(c)  Service  by  the  Commission  16 

7.  HEARINGS  16 

7.1  Grant  of  Hearing  16 

7.2  Calendar  16 

7.3  Place  16 

7.4  Hearing  List  17 

7.5  Notice  17 

(a)  Persons  Notified  17 

(b)  Contents  of  Notice  17 

(c)  Length  of  Notice  17 

(d)  Order  of  Notice  17 

(e)  Continuance  and  Postponement  of  Hearings  17 

(f)  Address  1« 

7.6  Settlement:  Prehearing  Procedure  18 

(a)  Opportunity  for  Informal  Settlement  1ft 

(b)  Prehearing  Conference  18 

7.7  Conduct  of  Hearings  19 

(a)  Presiding  Officer:  powers  and  duties  20 

(b)  Disqualification  of  Presiding  Officer  20 

(c)  Objections  and  Exceptions  2H 


iii 


7.7  Page 
(d)     Offers  of  Proof  20 
(c)     Presence  of  Staff  Members  21 

(f)  Order  of  Presentation  21 

(g)  Conduct  of  Persons  present  21 

(h)  Additional  evidence  ■  22 

7.8  Transcripts  22 

(a)  Transcript  and  Record  22 

(b)  Transcript  Corrections  22 
ft.     RECESSING  HEARING  EOR  CONFERENCE  23 

8.1      Recessing  Hearing  for  Conference  23 

9.     CONSOLIDATION  23 

9.1      Consolidation  23 

10.  EVIDENCE:     SUBPOENAS  23 

10.1  Evidence  23 

10. 2  Official  Notice  23 

10.3  Documentary  Evidence:  Incorporation  By  Reference: 
Commission's  Files  24 

10. A      Prepared  Testimony  24 

10.5  Conies  of  Exhibits  to  Parties  and  Commission :Time 

of  Service  24 

(a)  Direct  Evidence  24 

(b)  Rebuttal  Exhibits  24 

10.6  Principal  Witnesses  25 

10.7  Stipulations  25 

10.8  Subpoenas  25 

(a)  Issuance  25 

(b)  Motions  to  Quash  or  Modify  25 

10.9  Production  and  View  of  Objects  25 

11.  DEPOSITIONS  AND  WRITTEN  INTERROGATORIES  26 

11.1  Request  For  Orders  To  Take:  Time  of  Filing: 
Contents  26 

11.2  Objection  To  Taking  Deposition  26 

11.3  Contents  of  Order  27 

11.4  Record  of  Examination:  Oath:  Objections  27 

11.5  Submission  to  Witness:  Changes:  Signing  27 

11.6  Certification  and  Filing  by  Officer:  Copies  28 

11.7  Waiver  of  Objections  and  Admissibility  28 

11.8  Time  of  Filing  28 

11.9  Inclusion  in  Record  29 

11.10  Witness  Fees:  Expenses  of  Taking  Depositions  29 

12.  RULINGS,  BRIEFS,  ORAL  ARGUMENT  AND  POST-HEARING 
PROCEDURE  29 

12.1  Request  for  Rulings  29 

12.2  Oral  Argument,  When  Made  29 

12.3  Briefs  29 

12.4  Contents  and  Scope  of  Briefs:  Proposed  Findings 

and  Order  30 

12.5  Briefs,  Form  of  W 

12.6  Briefs,  Filing  and  Service  30 

12.7  Filing  of  Documents  Subsequent  to  Fearing  3^ 

12.8  Reopening  Hearings  31 


iv 


Page 

13.  DECISIONS:  TENTATIVE  AND  FINAL  31 

13.1  Decisions:  Contents  and  Service  31 

13.2  Filing  of  Presiding  Officer's  Recommended  decision 
with  the  Commission  31 

13.3  Consideration  of  Presiding  Officer's  Recommended 
Decision  by  Commission  32 

13. A      Tentative  Decisions  32 

13.5  Notice  of  Tentative  Decisions:  Timely  Filing  of 
and  Action  to  be  Taken  on  Objections  and  Written 

or  Oral  Arguments  32 

(a)  Notice  of  Tentative  Decisions  32 

(b)  Filing  of  Objections  32 

13.6  Oral  Argument:  Submission  for  Final  Decision  33 

(a)  Oral  Argument  33 

(b)  Submission  to  Commission  for  Final  Decision  33 

14.  DECISIONS  34 
i     14.1      Quorum  34 

15.  APPEAL  FROM  FINAL  DECISIONS  34 

16.  CITATION  34 


Appendices  A  through  D  35-38 


v 


COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 
RULES  OF  PRACTICE  AND  PROCEDURE 


SECTION  1 .     SCOPE  AND  CONSTRUCTION  OF  RULES 

1.1  Procedure  Governed 

These  rules  govern  procedure  before  the  Rate  Setting  Commission  under 
applicable  laws  of  the  Commonwealth  of  Massachusetts  except  where  a  specific 
statutory  provision  applies.     They  shall  be  construed  to  secure  the  just,  speedy, 
and  inexpensive  determination  of  every  proceeding. 

1 . 2  Definitions 

I  As  used  in  these  Rules,  except  as  otherwise  required  by  the  context: 

(a)  "Commission"  means  the  Commissioners  appointed  under  the  provisions 
of  G.  L.   c.   7,  s.   30L ,  when  acting  as  such. 

(b)  "Presiding  Officer"  means  and  shall  include  (1)   anv  one  or  more  of 

the  members  of  the  Commission  (not  including  the  Commission  when  acting  as  such) , 
(2)  one  or  more  Hearing  Officers,  or  (3)  a  single  member  of  the  Commission  desig- 
nated to  conduct  hearings. 

(c)  "Adjudicatory  Proceeding"  shall  be  as  defined  in  G.  L.   c.   30A,  s.  1(1), 

(d)  "Parties".     As  used  in  this  chapter,  "party"  means 

(1)  the  specifically  named  persons  whose  legal  rights,  duties  or  priv- 
ileges are  being  determined  in  any  adjudicatory  proceeding  before  the  Commission: 

(2)  any  other  person  who  as  a  matter  of  constitutional  right  or  by  anv 
provision  of  the  General  Laws  is  entitled  to  participate  fullv  in  such  proceed- 
ing and  who  enters  an  appearance: 

(3)  any  other  person  allowed  by  the  Commission  to  intervene  as  a  party. 

(e)  "Final  decision"  shall  include  final  determinations  of  rates  made  in 
accordance  with  G.  L.   c.   7,  s.   30  0. 
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1 . 3    Waiver  of  Rules 

Except  to  the  extent  that  such  waiver  would  be  inconsistent  with 
any  statute,  any  of  the  rules  may  be  waived  by  the  Commission  or  the  presiding 
officer  in  a  particular  matter  to  prevent  undue  hardship,  manifest  injustice, 
or  if  the  expeditious  conduct  of  business  so  requires. 

SECTION  2.    ■  GENERAL  PROVISIONS 

2.1  Office 

The  principal  office  of  the  Commission  is  located  at  80  Boylston 
Street,  Boston,  Massachusetts,  02116.     The  office  of  the  Commission  shall  be  open 
from  8,45  (A.  M.   to  5:00  P.  M.  each  weekday  except  Saturdays,  Sundays  and  legal 
holidays . 

2 . 2  Date  of  Receipt 

(a)  By  the  CoTnmission 

All  communications,  including  correspondence,  motions  and  pleadings, 
shall  be  deemed  to  be  filed  or  received  on  the  date  on  which  they  are  actually 
received  by  the  Commission  at  the  office  of  its  Executive  Secretary,  80  Boylston 
Street,  Boston,  Massachusetts,  02116. 

(b)  By  parties  and  other  persons 

All  communications,  including  correspondence,  motions  and  pleadings, 
shall  be  deemed  to  be  filed  or  receiver!  on  the  date  on  which  they  are  deposited 
in  the  United  States  mail,  properlv  addressed,  postage  prepaid,  or  deliverer!  in 
person  to  a  party  or  other  person. 
2  .  3     Identif icati  on 

Communications  shall  embrace  but  one  matter,  shall  contain  the  name 
and  address  of  the  communicator  and  the  appropriate  appeal  or  other  assigned 
number,  if  there  be  any,  pertaining  to  the  subject  of  the  communication.  When 
the  subject  matter  pertains  to  a  pending  appeal  ,   the  title  of  the  proceeding  and 
the  appeal  number  shall  be  given. 
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2  .  h     Coinpu t ation  of  Time 

Computation  of  any  period  of  time  referred  to  in  these  rules  shall  be- 
gin with  the  first  dav  following  that  on  which  the  act  which  initiates  such  period 
of  time  occurs.     The  last  day  of  the  period  so  computed  is  to  be  included  unless 
it  is  a  day  on  which  the  office  of  the  Commission  is  closed,  in  which  event  the 
period  shall  run  until  the  end  of  the  next  following  business  day.    When  such 
period  of  time,  with  the  intervening  Saturdays,  Sundays  and  legal  holidays  counted, 
is  five  (5)  days  or  less,  the  said  Saturdays,  Sundays  and  legal  holidays  shall  be 
excluded  from  the  computation;  otherwise  such  days  shall  be  included  in  the  com- 
putation . 

2 . 5  Extensions  of  Time 

It  shall  be  within  the  discretion  of  the  Commission,  or  the  presiding 
officer,  for  good  cause  shown,  to  extend  anv  time  limit  prescribed  or  allowed  by 
these  rules.     All  requests  for  extensions  shall  be  made  by  motion  in  accordance 
with  s.  5.5,  and  shall  be  made  before  the  expiration  of  the  period  originally 
prescribed  or  as  previously  extended.     The  Executive  Secretary  to  the  Commission 
or  the  presiding  officer  in  appropriate  circumstances  shall  notify  all  parties 
of  the  action  upon  the  motion  as  soon  as  practicable  after  action  has  been  taken 
thereon . 

2 . 6  Signatures 

Every  appeal,  notice,  petition,  motion,  brief,  memorandum  or  other  plead- 
ing shall  be  signed  by  the  filing  party  or  by  one  or  more  attorneys,  in  their  in- 
dividual names  on  behalf  of  the  filing  party. 

2 . 7  Appearances 

An  appearance  shall  be  made  in  any  proceeding  by  filing  a  written  notice 
thereof  and  serving  a  copy  on  all  persons  who  have  theretofore  appeared.  (See 
Appendix  A) . 

2 . R    Ex  Parte  Communications 

In  connection  with  any  adjudicatory  proceeding  no  person  not  employed 

by  the  Commission  shall  communicate  ex  pnrte  with  any  member  or  employee  of  the 

Commission  including  the  presiding  officer,  involved  in  the  decisional  process, 
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2.8  (Continued) 

with  respect  to  the  merits  of  that  or  any  other  such  proceeding.     In  anv  adludi ea- 
tery proceeding,  if  any  ex  parte  communication  is  directed  to  any  person  in  viola- 
tion of  the  first  sentence,  the  members  of  the  Commission  and  all  other  parties 
shall  be  immediately  informed  of  the  substance  of  the  communication  anH  the  cir- 
cumstances of  its  receipt.     A  request  for  inf ormation  with  respect  to  the  status 
of  any  adjudicatory  proceeding  shall  not  be  prohibited  by  this  section. 

2 . 9  Forma 1  Requirements  as  to  Pleadings,  documents  and  Other  Papers  Filed  in 
Proceedings 

(a)  Copies 

Except  as  may  be  otherwise  required  by  the  Rules  or  Regulations  of  the 
Commission,  or  ordered  or  requested  by  the  Commission,  at  the  time  pleadings, 
documents,  or  other  papers  are  filed  with  the  Commission,  there  shall  be  furnished 
to  the.  Commission  an  original  of  such  papers. 

(b)  Form 

Except  for  the  forms  contained  or  referred  to  in  Appendices  A  through 
D  of  these  rules,  and  such  other  forms  as  may  from  time  to  time  be  provided  by 
the  Commission  which  shall  be  used  where  appropriate,  pleadings,  documents  or 
other  papers  filed  in  proceedings  shall  be  printed  or  typewritten  on  paper  cut 
or  folded  to  either  letter  or  legal  size,  8  to  8  1/2  inches  wide  by  10  1/2  to 
14  inches  long,  with  left-hand  margin  not  less  than  1  1/2  inches  wide  and  other 
margins  not  less  than  1  inch.     The  impression  shall  be  on  only  one  side  of  the 
paper,  unless  printed,  and  shall  be  double  spaced,  except  that  quotations  in 
excess  of  three  lines  shall  be  single  spaced  and  indented.     Mimeographed,  multi- 
graphed,  photoduplicated  or  like  copies  will  be  accepted  as  typewritten,  provided 
all  copies  are  clear  and  permanently  legible. 

(c)  Filing 

All  pleadings,  documents,  or  any  other  papers  relating  to  matters  re- 
quiring action  by  the  Commission ,  shall  be  filed  with  the  Executive  Secretary  to 
the  Commission,  80  Boylston  Street,  Boston,  Massachusetts,  02316. 


2. 10    Fees  and  Charges 

(a)  Transcripts  (See  Section  7.9,  (a)  of  these  Rules) 

(b)  Other 

Upon  written  request  directed  to  the  Executive  Secretary  to  the  Rate 
Setting  Commission,  there  are  available  upon  payment  of  the  fees  hereinafter 

prescribed,  with  respect  to  public  records,  the  following  services,  subiect  to  the 
availability  of  Commission  personnel  and  resources: 

(1)  the  fees  charged  for  the  services  hereinafter  enumerated  may  be  paid 
by  check,  draft,  or  money  order,  payable  to  the  Commonwealth  of  Massachusetts, 
except  for  charges  for  transcript  of  hearings.    Fees  for  transcript  of  hearings 
are  payable  to  the  firm  providing  the  services. 

(2)  the  copying  of  records  and  documents  will  be  available  at  the  rate 

I 

of  60  cents  per  page  (one  side)  by  the  Xerox  process,  limited  to  size  8  1/4"  x  14" 
or  smaller. 

(3)  the  certification  and  validation  of  documents  filed  with  or  issued 
by  the  Commission  will  be  available  at  $1.00  for  each  such  certification. 

(4)  upon  request  of  any  person,  copies  of  these  rules  and  any  other  rules 
to  be  adopted  by  the  Commission  from  time  to  time  shall  be  available  upon  payment 
of  the  reasonable  cost  of  their  preparation  and  distribution  as  determined  by  the 
State  Purchasing  Agent. 

(5)  no  charge  will  be  made  by  the  Commission  for  decisions  or  other  docu- 
ments required  by  law  to  be  served  on  a  party  to  any  proceeding  or  matter  before 
the  Commission. 

SECTION  3.     PARTIES:      APPEARANCES:       INTERVENTION  ANT1  PARTICIPATION 
3 . 1    P  a r t i e s_ a n d  Ap p e  ar an  c e  s 

(a)  Parties 

A  party  may  appear  in  person  or  by  an  officer,  partner,  or  regular 
employee  of  the  party,  or  by  or  with  counsel  or  other  duly  qualified  representa- 
tive, in  any  proceeding  under  these  rules.     Any  party  or  his  representative  may 
testify,  produce  and  examine  witnesses,  and  be  heard  upon  brief  and  at  oral  argu- 
ment if  oral  argument  is  granted. 
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3.1  (Continued) 

( k )     Persons  not  parties 

One  v7ho  appears  in  person  before  the  Commission  or  in  a  proceeding 
held  under  these  rules,  either  by  compulsion  from,  or  request  or  permission  of 
the  Commission  or  the  presiding  officer,  shall  be  accorded  the  right  to  be  accom- 
panied, represented,  and  advised  by  counsel. 

(c)  Appearances 

An  appearance  as  defined  by  s .  2.7  shall  be  filed  by  anyone  appearing 
in  a  representative  capacity. 

3 . 2  Intervention 

(a)  Filing  of  Petition 

Any  person  who  desires  to  participate  in  any  proceeding  shall  file  a 
written  petition  for  leave  to  intervene  or  to  participatate  in  the  proceeding . 

(b)  Form  and  Contents  of  Petition 

The  petition  shall  state  the  name  and  address  of  the  petitioner.  It 

shall  describe  the  manner  in  which  the  petitioner  is  substant i allv  and  specific- 
ally affected  by  the  proceeding.     It  shall  state  the  contention  of  the  petitioner, 
the  relief  sought  and  the  statutory  or  other  authority  therefor,  and  the  nature 
of  the  evidence  the  petitioner  will  present  if  the  petition  should  be  granted. 

(c)  Filing  and  Service  o_f  Petition 

Unless  otherwise  provided  in  the  notice  of  hearing,  the  petition  must 
be  filed  at  least  seven  (7)  days  priod  to  the  date  set  for  hearing.     No  petition 
may  be  filed  or  will  be  acted  upon  during  a  hearing  unless  permitted  by  the  Com- 
mission or  the  presiding  officer  after  opportunity  is  given  for  all  parties  to 
object  thereto.     The  petition  must  be  served  as  required  under  Sift. 1 . 

(d)  Answers  to  Petitions 

Any  party  may  file  an  answer  to  a  petition  within  five  (5)  days  after 
the  petition  is  filed.     All  allegations  shall  be  deemed  denied  which  are  not 
specifically  admitted  by  answer. 
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3.2  (Continued) 

( e )     Action  on  Petitions 

The  Commission,  or  the  presiding  officer,  shall  rule  on  all  such 
petitions  and  may  grant  a  person  leave  to  intervene  as  a  party  in  the  whole  or 
any  portion  of  a  proceeding  or  may  allow  a  person  who  is  not  a  party  to  make 
a  limited  appearance  by  making  an  oral  or  written  statement  of  his  position  on 
the  issue,  or  by  such  other  participation  as  the  Commission  or  the  presiding  of- 
ficer may  determine.     Such  grant  may  be  conditioned  on  such  terms  as  the  Commission 
or  presiding  officer  may  direct.     No  grant  of  such  leave  to  intervene  or  partic- 
ipate shall  be  deemed  to  constitute  an  expression  by  the  Commission  that  the  per- 
son allowed  to  participate  is  a  party  in  interest,  who  may  be  aggrieved  by  any 
final  decision,  order  or  ruling,  unless  the  grant  explicitly  so  states. 

SECTION  4.       RULE  MAKING 

4 . 1  Petition  for  Issuance,  Amendment,  or  Repeal  of  Rules 

Any  interested  person  or  his  attorney  may  file  with  the  Commission  a  petition 
for  the  adoption,  amendment  or  repeal  of  anv  rule.     The  petition  shall  be  addressed 
to  the  Commission  and  sent  to  the  Executive  Secretary  to  the  Commission  by  mail 
or  delivered  in  person  during  normal  business  hours.     All  petitions  shall  be 
signed  by  the  petitioner  or  his  attorney,  contain  his  address  or  the  address  of 
his  attorney,  and  set  ■forth  clearly  and  concisely  the  text  of  the  proposed  rule, 
shall  include  any  data,  facts,  views  or  arguments  deemed  relevant  by  the  petitioner, 
and  shall  be  verified. 

4 . 2  Initial  Procedure  to  Handle  .Recommended  Rules 

Upon  receipt  of  a  petition  for  the  adoption,  amendment  or  repeal  of  a  rule 
submitted  pursuant  to  s.4.1  or  upon  written  recommendation  by  a  Commissioner  or 
staff  members  of  the  Commission  that  a  rule  be  adopted,  amended  or  repealed,  the 
Commission  shall  determine  whether  to  schedule  the  petition  or  recommendation  for 
further  proceedings  in  accordance  with  ss .  A. 3  or  4.4.     If  the  rule  has  been 
presented  to  the  Commission  under  s.  4.1,  the  Executive  Secretary  to  the  Com- 


h  . 2  (Continued) 

mission  shall  within  ten  (10)  days  after  such  determination  notlfv  the  petitioner 
of  the  Commission's  action. 

4.3    Procedure  For  The  Adoption,  Amendment  or  Repeal  of  Pules  Where  No  Public 
Hearing  Is  Requi red 

(a)  Notice 

Notice  of  the  proposed  action  to  adopt  rules  shall  be  given  by  the  Com- 
mission at  least  twenty-one  (21)  days  prior  to  its  proposed  action,  unless  some 
other  time  is  specified  by  any  applicable  law.     After  January  1,   1970  the  Com- 
mission shall  notify  the  Secretary  of  State  of  the  public  hearing  at  least  thirtv 
(30)  days  in  advance  thereof  in  accordance  with  Mass.  C.  L.  c.  30A,  s.2.  The 
Commission  shall  publish  the  notice  in  at  least  one  (1)  newspaper  of  general  cir- 
culation, and  where  appropriate,  in  such  trade,  industry,  or  professional  pub- 
lications as  the  Commission  may  select.     The  Commission  shall  likewise  notify 
in  writing  any  person  specified  by  any  law  and  any  person  or  group  which  has 
filed  request  for  notice  pursuant  to  s.  A. 8  (a)  of  this  chapter. 
(1)  the  notice  shall  contain  the  following: 

i.  the  Commission's  statutory  authority  to  adopt  the  proposed  rule, 
ii.  the  procedure  for  submitting  data,  views  or  arguments  as  set 
forth  in  s .  A . 3  (b) . 
iii.  the  express  terms  or  the  substance  of  the  proposed  rules. 

iv.  any  additional  matter  required  by  any  law. 
The  above  notwithstanding,  the  Commission  shall  also  comply  with  any 
applicable  statute  which  contains  provisions  for  notice  which  differ  from  those 
contained  herein. 

(b)  Procedure 

Within  twenty-one  (21)  days  after  the  publication  and  sending  of  notice 
regarding  the  proposed  action,  any  interested  person  may  submit  a  signed  letter, 
brief  or  other  memorandum  stating  his  views  or  arguments  concerning  the  proposed 
action.     The  letter,  brief  or  memorandum  shall  be  addressed  to  the  Commission 
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4.3  (b)  (Continued) 

and  sent  to  the  Executive  Secretary  to  the  Commission  by  mail  or  delivered  in 
person  during  normal  business  hours.     The  Commission  shall,  at  its  next  scheduled 
meeting,  consider  the  proposed  action.     Within  thirty  (30)  days  after  this  meet- 
ing, the  Commission  shall  give  written  notice  of  the  disposition  of  the  proposed 
action  to  all  persons  required  to  receive  personal  notice  under  s. 4. 8(a)  and 
such  other  persons  submitting  a  letter,  brief,  or  other  memorandum. 

( c )  Oral  Participation 

The  Commission  may  afford  any  interested  person  or  his  duly  authorized 
representative,  or  both,  an  opportunity  to  present  data,  views  or  arguments 
orally  before  the  Commission  during  the  meeting  at  which  the  proposed  action  is 
to  be  considered.     If  the  Commission  finds  that  such  oral  presentation  is  un- 
necessary or  impracticable,  it  may  require  written  presentation  according  to 
s. A. 3(b) . 

(d)  Waiver  of  Notice  and  Participation 

If  the  Commission  finds  that  the  requirements  of  notice  and  opportunity 
to  present  views  on  its  proposed  action  are  unnecessary,  impracticable  or  con- 
trary to  the  public  interest,  the  Commission  may  dispense  with  such  requirements 
or  any  part  thereof.     The  Commission's  finding  and  a  brief  statement  of  the 
reasons  for  its  finding  shall  be  incorporated  in  the  regulation,  amendment  or 
repeal  as  filed  with  the  Secretary  of  State  under  s.4.6. 

4 .  A     Procedure  For  The  Adoption,  Amendment  or  Repeal  of  Rules  Where  A  Public 
Hearing  Is  Required 
(a)     Noti  ce 

Notice  of  a  public  hearing  shall  be  given  at  least  twentv-one  (21) 
days  prior  to  the  date,  of  the  hearing,  unless  some  other  time  is  specified  by 
any  applicable  law.     After  January  1,   1970  the  Commission  shall  notify  the  Secretary 
of  State  of  the  public  hearing  at  least  thirty  (30)  days  in  advance  thereof  in 
accordance  with  Mass.  G.  L.  c.   30A,  s.2.     The  Commission  shall  publish  the  notice 
in  at  least  one  (1)  newspaper  of  general   circulation,  and  where  appropriate,  in 
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4.4  (a)  (Continued) 

such  trade,  industry,  or  professional  publications  as  the  Commission  may  select. 
The  Commission  shall  likewise  notify  in  writing  any  person  specified  by  any  law 
and  any  person  or  group  which  has  filed  written  request  for  notice  pursuant  to 
S.4.8  (a) . 

(1)  the  notice  shall  contain  the  following: 

i.  the  Commission's  statutory  authority  to  adopt  the  proposed  rules, 
ii .  the  time  and  place  of  the  public  hearing, 
iii.  the  express  terms  or  the  substance  of  the  proposed  rule, 
iv.  any  additional  matter  required  by  any  law. 

The  above  notwithstanding,  the  Commission  shall  also  comply  with  any 
applicable  statute  which  contains  provisions  for  notice  which  differ  from  those 
contained  herein. 

(b)  Procedure 

On  the  date  and  at  the  time  and  place  designated  in  the  notice  referred 
to  in  s.A.A  (a),  the  Commission  shall  hold  a  public  hearing.     The  meeting  shall 
be  opened,  presided  over  and  adjourned  by  the  Chairman  or  other  Commissioner 
designated  by  the  Chairman.     Within  ten  (10)  days  after  the  close  of  the  public 
hearing,  written  statements  and  arguments  may  be  filed  with  the  Commission  unless 
the  Commission  in  its  discretion  finds  such  to  be  unnecessary.     The  Commission 
shall  consider  all  relevant  matter  presented  to  it  before  adopting,  amending  or 
repealing  any  rule. 

(c)  Oral  Participation 

Any  interested  person  or  his  duly  authorized  representative,  or  both, 
shall  be  given  an  opportunity  to  present  oral  statements  and  arguments .  In  its 
discretion  the  Commission  may  limit  the  length  of  oral  presentation. 

( d )  Emer gency  Rule 

If  the  Commission  finds  that  the  immediate  adoption  of  a  rule  is  necess- 
ary for  the  public  health,  safety  or  general  welfare,  and  that  observance  of  re- 
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4.4  (d)  (Continued) 

qulremcnts  of  notice  and  public  hearing  would  be  contrary  to  the  public  interest, 
the  Commission  may  dispense  with  such  requirements  and  adopt  the  rule  as  an  emer- 
gency rule.     The  Commission's  finding  and  a  brief  statement  of  the  reasons  for 
its  finding  shall  be  incorporated  in  the  emergency  rule  as  filed  with  the  Secretary 
of  State  in  accordance  with  s.4.6.    Any  emergency  rule  so  adopted  shall  state  the 
date  on  which  it  is  to  be  effective  and  the  date  upon  which  it  shall  expire.  If 
no  effective  date  is  stated,  the  rule  shall  be  presumed  to  take  effect  upon  being 
filed  with  the  Secretary  of  State  under  s.4.6.    An  emergency  rule  shall  not  remain 
in  effect  for  longer  than  three  (3)  months  unless  during  the  time  it  is  in  effect 
the  Commission  gives  notice  and  holds  a  public  hearing  and  adopts  it  as  a  permanent 
rule  in  accordance  with  these  rules. 

4 . 5  Availability  of  Rules 

The  Executive  Secretary  to  the  Commission  shall  be  responsible  for  keeping  a 
book  containing  all  the  Commission's  rules.     All  the  rules  of  the  Commission  shall 
be  available  for  inspection  during  normal  business  hours  at  the  Commission  offices. 
Copies  of  all  rules  shall  be  available  to  any  person  on  request.     The  Commission 
may  charge  a  reasonable  fee  for  each  copy. 
4 • 6    Filing  of  Rules 

Upon  the  adoption  of  a  rule,  an  attested  copy  shall  be  filed  with  the  Secretary 
of  State  together  with  a  citation  of  the  statutory  authority  under  which  the  rule 
has  been  promulgated.     The  rule  shall  take  effect  upon  filing  unless  a  later  date 
is  required  by  any  lav;  or  is  specified  by  the  Commission. 
4 . 7    Advisory  Rulings 

Any  interested  person  or  his  attorney  may  at  any  time  request  an  advisory 
ruling  with  respect  to  the  applicability  to  any  person,  property  or  factual  situa- 
tion of  any  statute  or  rule  enforced  or  administered  by  the  Commission,  The 
request  shall  be  addressed  to  the  Commission  and  sent  to  the  Executive  Secretary 
to  the  Commission  by  mail  or  delivered  in  person  during  normal  business  hours. 

-11- 


4.7  (Continued) 

All  requests  shall  be  signed  by  the  person  making  it  or  his  attorney,  contain 
his  address  or  the  address  of  his  attorney,  and  state  clearly  an<^  concisely  the 
substance  or  nature  of  the  request.     The  request  mav  be  accompanied  by  any  sup- 
porting data,  views  or  arguments.     If  the  Commission  determines  that  an  advisory 
ruling  will  not  be  rendered,  the  Commission  shall  as  soon  as  practicable  notify 
the  petitioner  that  the  request  is  denied.     If  an  advisorv  ruling  is  rendered, 
a  copy  of  the  ruling  shall  be  sent  to  the  person  requesting  it  or  his  attornev. 

The  Commission  may  notify  any  person  that  an  advisory  ruling  has  been  re- 
quested and  may  receive  and  consider  arguments,  views,  or  data  from  persons  other 
than  the  person  requesting  the  ruling. 

4 . 8  Request  for  Notice  of  Hearings 

(a)  Who  May  File 

Any  person  or  group  may  file  a  request  in  writing  to  receive  notice  of 
hearings  or  rules  which  may  affect  such  person  or  group. 

(b)  Form  of  Request 

The  request  shall  contain  the  following: 
i.     name  of  person  or  group, 
ii.  address. 

iii.     subject  matter  of  rules  which  may  affect  the  person  or  group. 

(c)  When  Filed 

The  request  shall  be  filed  with  the  Executive  Secretary  to  the  Com- 
mission and  shall  be  renewed  during  the  month  of  "Oecember  to  remain  effective 
during  the  subsequent  calendar  year. 

4 . 9  Contents  of  Rules 

The  Commission  will  incorporate  in  any  rules  adopted  a  concise  general 
statement  of  their  basis  and  purpose. 
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SECTION  5.  PLEADINGS 
5 • 1    Initial  Pleading 

(a)  Definition 

An  Initial  pleading,  as  used  herein,  shall  refer  to  any  paper  or 
document  by  whxch  an  adjudicatory  proceeding  may  be  commenced.     Such  papers  or 
documents  shall  include  but  not  be  limited  to  appeals  relating  to  rate  deter- 
minations made  by  the  Commission. 

(b)  Content 

Every  initial  pleading  shall  be  on  the  form  provided  by  the  Commission , 
and  if  no  form  is  provided,  the  pleading,  as  far  as  possible,  shall  contain  the 
following : 

1.  a  title  which  indicates  either  the  nature  of  the  proceedings  or 
the  parties  involved  therein. 

ii.  the  complete  name  and  address  of  the  party  filing  the  pleading, 
iii.  if  the  party  filing  the  pleading  is  represented  by  counsel,  the 
name  and  address  of  the  attorney. 

iv.  the  name  and  address  of  all  other  petitioners  and/or  appellants, 
v.  a  clear  and  concise  statement  of  the  facts  upon  which  the  pleading 
is  maintained. 

vi.  in  the  case  of  appellate  proceedings,  a  clear  and  concise  statement 
of  the  appellant's  objections  to  the  decision  or  action  from  which  the  appeal 
was  taken. 

vii.  a  reference  to  the  statute  under  which  relief  is  sought, 
viii.  a  prayer  setting  forth  the  relief  sought. 
5 . 2  Answer 

Except  where  a  different  period  is  specified,  any  party  may  file  with  the 
Commission  an  answer  to  an  initial  pleading  within  fourteen  (14)  days  after  ser- 
vice of  the  document  to  which  the  answer  is  directed.     All  allegations  contained 
in  said  initial  pleading  which  are  not  specifically  admitted  by  answer  shall  be 
deemed  denied. 


5 . 3  Amendments  to  Pleadings 

Leave  to  file  amendments  to  any  pleading  will  be  allowed  or  denied  as  a 
matter  of  discretion.     If  amendment  is  made  to  an  initial  pleading,  an  answer 
to  said  amended  pleading,  if  required  or  permitted,  shall  be  filed  within  such 
time  as  may  be  directed  by  the  Commission  or  the  presiding  officer.     All  allega- 
tions contained  in  any  amended  pleading  which  are  not  specifically  admitted  by 
answer  shall  be  deemed  denied. 

5 . 4  Withdrawal  of  Pleadings 

( a )  Prior  to  Commencement  of  Hearing 

A  party  may  withdraw  an  initial  pleading  filed  with  the  Commission  at 

I 

any  time  prior  to  the  commencement  of  a  hearing  on  such  pleading.     A  notice  of 
withdrawal  of  pleadings  shall  be  served  on  the  Commission  and  each  party  in  ac- 
cordance with  s.  6.1. 

(b)  After  Commencement  of  Hearing 

A  party  desiring  to  withdraw  an  initial  pleading  after  the  commencement 
of  any  hearing  on  such  pleading  shall  file  a  motion  for  withdrawal,  in  accordance 
with  s.5.5.     If  any  person  has  an  objection  thereto,  he  shall  within  ten  (10) 
days  after  receipt  of  said  motion,  file  a  statement  with  the  Commission  setting 
forth  the  reasons  for  his  objection  and  serve  a  cosy  of  same,  in  accordance  with 
s.6.1,  on  each  person  entitled  thereto.     Such  an  objecting  person  shall,  if  a 
party,  have  a  hearing  on  the  motion  to  withdraw  if,  at  the  time  of  filing,  he 
so  requests.     In  the  absence  of  objections  or  a  request  for  hearing,  within  thirty 
(30)  days  after  the  filing  thereof,  the  motion  of  withdrawal  shall  be  deemed  allow- 
ed, unless  otherwise  ordered. 

5 . 5  Motions 

(a)  General 

An  application  of  the  Commission  to  take  any  action  or  to  enter  any 
order  after  initial  pleading  or  after  commencement  of  anv  proceeding  by  the  Com- 
mission shall  be  by  motion  which,  unless  made  during  a  hearing,  shall  be  made  in 
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5.5  (a)  (Continued) 

writing,  shall  state  specifically  the  grounds  therefor,  and  shall  set  forth  the 
action-  or  order  sought.     A  copy  of  all  motions  made  in  writing,  or  reduced  to 
writing  at  the  request  of  the  Commission,  shall  be  served  upon  all  persons  en- 
titled thereto  in  accordance  with  s.6.1  of  the  rules. 

( b )  Delay  of  Adjudicatory  Proceeding 

Except  as  otherwise  directed  by  the  presiding  officer  or  the  Commission, 
the  filing  of  a  motion,  either  prior  to  or  during  any  adludicatory  proceeding, 
and  any  action  thereon  shall  not  delay  the  conduct  of  such  proceeding. 

(c)  Motion  Prior  to  Hearing 

A  motion  shall  be  in  writing  and  may  be  filed  prior  to  hearing  by  any 
party  or  by  a  person  whose  petition  filed  pursuant  to  s.   3.1  is  pending.  Any 
party  may  file  a  written  answer  to  such  motion  within  five  (5)  days  of  such  fil- 
ing . 

(d)  Motions  During  Hearing 

With  the  exception  of  motions  to  withdraw  pleadings  filed  pursuant  to 
s.5.4  and  petitions  filed  pursuant  to  s.  3.1,  upon  the  making  of  a  motion  in  the 
course  of  a  hearing,  replies  thereto  and  argument  thereon  shall  be  permitted 
within  the  time  and  in  the  manner  directed  by  the  presiding  officer. 

SECTION  6.  SERVICE 
6 . 1  Service 

(a)  General  Rule 

Service  of  all  papers  relating  to  any  proceeding,  including  decisions, 
pleadings,  motions,  processes,  notices,  briefs,  claims  of  appeal,  and  exhibits 
shall  be  by  personal  delivery  or  by  first-class  mail,  postage  prepaid. 

(b)  On  Whom  Served 

All  such  papers  shall  be  served  by  the  person  filing;  the  same  on  every 
person  who  has  theretofore  entered  an  appearance  in  the  proceeding.     If  a  person 
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6.1  (b)  (Continued) 

appears  after  the  paper  has  been  filed,  a  copy  of  all  napers  previously  filed 
shall  be  furnished  within  ten  (10)   days  to  such  person,  if  he  so  requests.  Proof 
of  service  shall  accompany  all  papers  when  filed.     In  case  of  failure  to  comply 
with  this  rule,  the  Commission  or  the  presiding  officer  may  entertain  a  motion 
to  strike  such  document  from  the  record.     If  service  in  accordance  with  this 
rule  is  deemed  by  any  person  to  be  too  burdensome,  application  may  be  made  to  the 
Commission  or  to  the  presiding  officer  for  relief. 

(c)     Service  by  the  Commission 

A  copy  of  any  paper  served  by  the  Commission,  showing  the  addresses 
to  whom  the  paper  was  mailed  shall  be  placed  in  the  Commission  files  and  shall 
be  prima  facie  evidence  of  service  and  the  date  thereof. 
SECTION  7.  HEARINGS 
7  . 1     Grant  of  Hearing 

A  public  hearing  will  be  granted  whenever  required  by  statute,  and  otherwise 
as  the  Commission  may  determine  in  specific  cases.     The  Commission  mav  call  in- 
formal public  hearings,  not  required  by  statute,  to  be  conducted  under  the  rules 
where  applicable,  for  the  purpose  of  rule  making  or  to  obtain  information  necess- 
ary or  helpful  in  the  determination  of  its  policies,  or  the  carrying  out  of  its 
duties,  and  may  request  the  attendance  of  witnesses  and  the  production  of  evidence. 

7 . 2  Calendar 

The  Executive  Secretary  to  the  Commission  shall  maintain  a  docket  and  a 
hearing  calendar  of  all  proceedings  set  for  hearing.     So  far  as  practicable,  hear- 
ings shall  be  heard  in  the  order  in  which  they  have  been  listed  on  the  Commission's 
docket . 

7.3  Place 

All  hearings  shall  be.  held  at  Boston  at  the  offices  of  the  Commission,  un- 
less by  statute  or  vote  of  the  Commission  a  different  place  is  designated. 
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7 . A    Hearing  List 

When  more  than  one  hearing  is  scheduled  for  the  same  time  and  place,  un- 
contested matters  shall  be  heard  before  contested  matters. 
7 . 5  Notice 

(a)  Persons  Notified 

Except  where  the  Commission  has  issued  an  order  of  notice  pursuant  to 
s. 7. 5(d),  the  Commission  shall  give  written  notice  of  a  scheduled  hearing  in  ap- 
pending matter  to  all  parties,  to  persons  required  by  statute  to  be  notified,  to 
others  who  have  made  written  request  for  notice  of  hearing  in  a  particular  mat- 
ter and  to  such  other  persons  as  deemed  necessary  or  appropriate  by  the  Com- 
mission.    In  addition,  the  Commission  may  give  notice  by  newspaper  publication 
or  by  such  other  means  as  it  may  deem  advisable. 

(b)  Contents  of  Notice 

Such  notice  shall  include,  but  need  not  be  limited  to,  the  time,  date, 
place  and  nature  of  the  hearing. 

(c)  Length  of  Notice 

Unless  otherwise  provided  by  statute,  or  unless  the  Commission  finds 
that  a  shorter  period  of  notice  is  reasonable  and  consistent  with  the  public  in- 
terest, notice  of  a  hearing  shall  be  given  at  least  seven  (7)  days  prior  thereto. 

(d)  Order  of  Notice 

The  Commission  may  require  any  person  filing  an  initial  pleading  to 
give  notice  of  the  hearing  on  such  pleading  by  publication  or  other  means  or  both, 
in  which  case  such  person  shall  receive  an  order  of  notice  from  the  Commission 
which  shall  be  returned,  with  proof  of  compliance  with  said  order,  not  later  than 
the  commencement  of  the  hearing.     (Appendix  B) . 

( e )  Conti n uance  and  Postponement  of  Hearings 

For  good  cause  shown,  the  Commission  or  the  presiding  officer  may  grant 
a  continuance  or  postponement.     A]]   requests  for  continuances  shall  be  made  by  a 
motion  in  accordance  with  s.  5.5  and  set  forth  the  reason  or  reasons  for  such  a 
request . 
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7.5  (Continued) 

( f )  Address 

Unless  notice  to  the  contrary  has  been  received  by  the  Commission, 
notices  of  hearing  sha]l  be  sufficient,  if  mailed  or  delivered  to  the  following: 

i.  if  the  addressee  is  a  holder  of  a  license  from  the  Department 
of  Public  Health,   the  address  shown  on  the  last  application  for  the  issuance 
or  amendment  thereof,  or; 

ii.  if  the  addressee  has  filed  an  appeal,  the  address  on  the  most 
recent  prior  communication  to  the  Commission,  or; 

iii.  if  the  addressee  is  represented  by  counsel  who  has  filed  an  ap- 

l 

pearance  with  the  Commission,  the  address  of  counsel  appearing  on  the  appearance 
filed. 

7 . 6  Settlement:  Pre-Hearing  Procedure 

( a )  Opportunit y  for  Informal  Settlement 

Where  time,   the  nature  of  the  proceeding,  and  the  public  interest 
permit,  all  interested  parties  shall  have  the  opportunity  for  the  submission  and 
consideration  of  facts,  argument,  or  proposal,  of  adjustment  or  settlement,  without 
prejudice  to  any  party's  rights.     No  stipulation,  offer  or  proposal  shall  be  ad- 
missible in  evidence  over  the  objection  of  any  party  in  anv  hearing  on  the  matter. 

(b)  Pre-Hearing  Conference 

(1)     Prior  to  any  hearing  the  Commission  or  presiding  officer  may  direct 
all  interested  parties  by  written  notice,   to  attend  one  or  more  pre-hearing  con- 
ferences for  the  purpose  of  considering  anv  settlement  under  Rule  7.6   (a),  formu- 
lating the  issues  in  the  proceeding  and  determining  other  matters  to  aid  in  its 
disposition.     In  addition  to  any  offers  of  settlement  or  nroposals  of  adjustment, 
there  may  be  considered  the  following: 

(a)  simplification  of  the  issues; 

(b)  the  possibilitv  of  obtaining  admission  o<"  fact  and  of 
documents  which  will   avoid  unnecessary  proof; 
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7.6  (b)   (1)  (Continued) 

(c)  limitation  on  the  number  of  witnesses; 

(d)  the  procedure  at  the  hearing; 

(e)  the  distribution  to  the  parties  prior  to  the  hearing  of 
written  testimony  and  exhibits; 

(f)  consolidation  of  the  examination  of  witnesses  by  counsel; 

(g)  such  other  matters  as  may  aid  in  the  disposition  of  the  pro- 
ceeding . 

(2)  The  presiding  officer  may  require,  prior  to  the  hearing,  exchange 
of  exhibits  and  any  other  material  which  may  expedite  the  hearing.     He  shall  as- 
sume the  responsibility  of  accomplishing  the  purposes  of  the  notice  of  pre- 
hearing conference  so  far  as  that  may  be  possible  without  preludicing  the  rights 
of  any  party. 

(3)  In  any  proceeding  under  these  rules  the  presiding  officer  may  call 
the  parties  together  for  an  informal  conference  prior  to  the  taking  of  any  testi- 
mony, or  may  recess  the  hearing  for  such  a  conference,  with  a  view  to  carrying 
out  the  purposes  of  this  rule. 

7 . 7  Conduct  of  Hearings 

(a)  Presiding  Officer:  powers  and  duties 

The  hearing  shall  be  conducted  by  a  presiding  officer  who  shall  be 
a  hearing  officer  designated  by  the  Commission,  or  in  such  cases  as  the  Com- 
mission may  determine,  by  a  single  member  of  the  Commission.     The  presiding  of- 
ficer shall  have  the  authority  to  arrange  and  give  notice  of  hearing;  sign  and 
issue  subpoenas;  take  or  cause  depositions  to  be  taken;  rule  upon  proposed  amend- 
ments or  supplements  to  pleadings;  hold  conferences  for  the  settlement  or  simplifi- 
cation of  issues;  regulate  the  course  of  the  hearing;  prescribe  the  order  in  which 
evidence  shall  be  presented;  dispose  of  procedural  requests  or  similar  matters; 
hear  and  rule  upon  motions;  administer  oaths  and  affirmations;  examine  witnesses; 
direct  witnesses  to  testify  or  produce  evidence  available  to  thorn  which  will  aid 
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7.7       (a)  (Continued) 

In  the  determination  of  any  question  of  fact  in  issue;  rule  upon  offers  of  proof" 
and  receive  relevant,  material,  reliable  and  probative  evidence;  act  upon  petitions 
to  intervene;  permit  submission  of  facts,  arguments,  and  proposals  of  adiustment: 
hear  oral  argument  at  the  close  of  testimony;   fix  the  time  for  filing  briefs, 
motions,  and  other  documents  in  connection  with  hearings;  and  dispose  of  any  other 
matter  that  normally  and  properly  arises  in  the  course  of  the  proceedings.  The 
presiding  officer  or  the  Commission  may  exclude  any  person  from  a  hearing  for  dis- 
respectful, disorderly,  or  contumacious  language  or  conduct. 

(b )  Disqualification  of  Presiding  Officer 

I  Any  presiding  officer  may  at  any  time  withdraw  if  he  deems  himself  dis- 
qualified in  which  case  there  will  be  designated  another  presiding  officer.     If  a 
party  to  a  proceeding,  or  his  representative,  files  a  timely  and  sufficient  affi- 
davit of  personal  bias  or  disqualification  of  a  presiding  officer,  the  Commission 
will  determine  the  matter  as  a  part  of  the  record  and  decision  in  the  case. 

(c)  Objections  and  Exceptions 

Formal  exceptions  to  rulings  on  evidence  and  procedure  are  unnecessary. 
It  is  sufficient  that  a  party,  at  the  time  that  a  ruling  of  the  presiding  officer 
is  made  or  sought,  makes  known  to  the  presiding  officer  the  action  x^hich  he  desires 
taken  or  his  objections  to  such  action  and  his  grounds  therefor;  provided,  that  if 
a  party  has  no  opportunity  to  object  to  a  ruling  at  the  time  it  is  made  or  to  re- 
quest a  particular  ruling  at  an  appropriate  time,  such  party,  within  five  (5)  days 
of  notification  of  action  taken  or  refused,  shall  state  his  objection  and  his 
grounds  therefor. 

(d)  Offers  of  Proof 

Any  offer  of  proof  made  in  connection  with  an  objection  taken  to  a  ruling 
of  the  presiding  officer  rejecting  or  excluding  proffered  oral  testimony  shall  con- 
sist of  a  statement  of  the  substance  of  the  evidence  which  counsel  contends  would 
be  adduced  by  such  testimony;  and  if  the  excluded  evidence  consists  of  evidence 
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7.7  (d)  (Continued) 

in  documentary  or  written  form  or  of  reference  to  documents  or  records,  a  copy 
of  such  evidence  shall  be  marked  for  identification  and  shall  constitute  the 
offer  of  proof. 

(e)  Presence  of  Staff  Members 

The  names  of  the  members  of  the  Commission's  staff  present  at  a  hearing, 
including  accountants  and  others,  who  have  been  assigned  to  work  on,  or  to  assist 
in  the  proceeding,  shall  be  noted  in  the  record. 

( f )  Order  of  Presentation 

In  any  hearing  held  upon  the  Commission's  own  motion  or  upon  an  appeal, 
person  or  persons  seeking  approval  of  a  contract  or  a  rate  of  payment,  or  the 
appellant,  as  the  case  may  be,  shall  open  and  close.     Where  there  is  more  than 
one  person  seeking  approval  of  a  contract  or  a  rate  of  payment  or  more  than  one 
appellant  in  the  same  proceeding,  the  order  of  presentation  shall  be  in  the  dis- 
cretion of  the  presiding  officer.     After  all  the  evidence  and  testimony  of  the 
person  opening  has  been  received,  the  evidence  and  testimony  of  all  other  parties 
or  others  who  have  been  allowed  to  participate  in  the  hearing  shall  be  received 
in  the  order  determined  by  the  presiding  officer.     All  witnesses  shall  be  subject 
to  examination  by  the  presiding  officer,  counsel  for  the  Commission,  counsel  for 
other  parties,  and  counsel  for  any  other  person  as  permitted  by  the  presiding 
officer.     A  reasonable  amount  of  time  for  the  preparation  of  cross  examination 
shall  be  afforded. 

(g)  Conduct  of  persons  present 

All  parties,  counsel,  witnesses,  and  other  persons  present  at  a  hearing 
shall  conduct  themselves  in  a  manner  consistent  with  the  standards  of  decorum  com- 
monly observed  in  the  courts  of  this  Commonwealth .     Where  such  decorum  is  not  ob- 
served, the  presiding  officer  may  take  such  action  as  he  deems  appropriate  includ- 
ing but  not  limited  to  the  exclusion  of  any  such  individuals  from  further  partic- 
ipation in  the  proceedinc;. 
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7.7  (Continued) 

( h )     Additional  Evidence 

At  any  stage  of  the  hearing  the  presiding  officer  may  call  for  further 
evidence  upon  any  Issue,  and  require  such  evidence  to  be  presented  by  the  party 
or  parties  concerned  or  by  the  staff  counsel,  either  at  that  hearing  or  adjourn- 
ments thereof.     At  the  hearing,  the  presiding  officer  may  authorize  any  party  to 
file  specific  documentary  evidence  as  a  part  of  the  record  within  a  specified  time 

7 . 8  Transcripts 

(a)  Transcript  and  Record 

Of  its  own  accord,  the  Commission  may  provide  that  all  proceedings 
in  a  pending  matter  be  officially  recorded  by  a  reporter  appointed  for  that  pur- 
pose at  the  Commission's  expense.     In  the  event  that  the  Commission  does  not  so 
provide,  any  party  may  request  leave  to  provide  a  reporter  for  the  purpose  of 
officially  recording  the  proceeding  at  its  own  expense.     Such  request  shall  be 
made  to  the  presiding  officer  at  least  three  O)  days  in  advance  of  the  proceed- 
ing.    In  the  event  that  no  reporter  is  present  to  officially  record  a  proceeding, 
a  sound  recording  will  be  made.     At  the  request  of  any  party  the  Commission  shall 
provide  a  copy  of  the  transcript  of  the  sound  recording,  upon  payment  of  the 
reasonable  cost  of  preparing  said  copy.     The  Commission  need  not  make  said  copy 
available  to  any  party  until  payment  has  been  received. 

(b)  Transcript  Corrections 

Corrections  in  the  official  transcript  may  be  made  only  to  make  it 
conform  to  the  evidence  presented  at  the  hearing.     Transcript  corrections  agreed 
to  by  opposing  attorneys  may  be  incorporated  into  the  record  if  and  when  approved 
by  the  presiding  officer,  at  any  time  during  the  hearing,  or  after  the  close  of 
evidence,  but  not  more  than  ten   (10)  days  from  the  date  of  receipt  of  the  trans- 
cript.    The  presiding  officer  may  call  for  the  submission  of  proposed  corrections 
and  make  disposition  thereof  at  appropriate  times  during  the  course  of  the  proceed 
ing.     Any  objections  to  the  accuracy  of  the  transcript  not  raised  within  ten  (in) 
days  after  the  transcript  is  made  available  to  the  ob-jecting  party  shall  be  deemed 
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waived . 

SECTION  8.       RECESSING  HEARING  FOR  CONFERENCE 
8.1    Recessing  Hearing  for  Conference 

In  any  proceeding  the  presiding  officer  may  in  his  discretion,  call  all 
parties  together  for  a  conference  prior  to  the  taking  of  testimony,  or  may  recess 
the  hearing  for  such  conference.     The  presiding  officer  shall  state  on  the  record 
the  results  of  such  conference. 

SECTION  9.  CONSOLIDATION 
9 .  1  Consolidation 

The  presiding  officer  or  the  Commission  upon  its  own  motion,  or  upon  motion 
by  a  party  or  other  person  joined  in  the  proceeding,  may  order  proceedings  in- 
volving a  common  question  of  law  or  fact  to  be  consolidated  for  hearing  on  any  or 
all  of  the  matters  in  issue  in  such  proceedings. 

SECTION  10.     EVIDENCE:  SUBPOENAS 

10.1  Evidence 

The  Commission  shall  follow  the  rules  of  evidence  observed  by  courts  when 
practicable  and  shall  observe  the  rules  of  privilege  recognized  by  law,  except  as 
otherwise  provided  by  any  law.     There  shall  be  excluded  such  evidence  as  is  unduly 
repetitious  or  cumulative  or  such  evidence  as  is  not  of  the  kind  on  i-zhich  reason- 
able persons  are  accustomed  to  rely  in  the  conduct  of  serious  affairs.     All  un- 
sworn statements  appearing  in  the  record  shall  not  be  considered  as  evidence  on 
which  a  decision  may  be  based. 

10.2  Official  Notice 

Official  notice  may  be  taken  of  such  matters  as  might  be  judicially  noticed 
by  the  courts  of  the  United  States  or  of  this  Commonwealth  and  in  addition,  the 
Commiosion  or  the  presiding  officer  may  take  notice  of  general,  technical,  or 
scientific  facts  within  their  specialized  knowledge;  provided,  that  the  Commission 


10.2  (Continued) 

or  the  presiding  officer  shall  notify  all  parties  of  the  material  so  noticed, 
and  provided  further,  that  any  party  on  timely  request  be  afforded  an  opportunity 
to  contest  the  matters  so  noticed. 

10.3  Documen tary  Evidence:  Incorporation  by  Preference;  Commission's  Files 

Any  matter  contained  in  any  records,  investigations,  reports  and  documents 

in  the  possession  of  the  Commission  of  which  a  party  or  the  Commission  desires 

to  avail  itself  as  evidence  in  making  a  decision,  shall  be  offered  and  made  a  part 

of  the  record  in  the  proceeding.     Such  records  and  other  documents  need  not  be 

produced  or  marked  for  identification,  but  may  be  offered  in  evidence  by  specify- 
I 

ing  the  report,  document  or  other  file  containing  the  matter  so  offered. 

10.4  Prepared  Testimony 

The  presiding  officer  may  allow  prepared  direct  testimony  of  any  witness 
to  be  offered  as  an  exhibit  and  may  omit  oral  presentation  of  the  testimony. 
Copies  of  such  proposed  exhibit  shall  be  served  upon  all  persons  who  have  filed 
an  appearance  and  on  staff  counsel,  at  least  seven  (7)  days  in  advance  of  the 
session  of  the  proceeding  at  which  such  exhibit  is  to  be  offered. 

10.5  Copies  of  Exhibits  to  Parties  and  Commission:  Time  of  Service 

(a)  Direct  Evidence 

Except  as  otherwise  provided  in  these  rules,  when  exhibits  of  a 
documentary  character  are  to  be  offered  in  evidence,  the  person  proposing  to  of- 
fer the  same,  in  addition  to  the  service  required  by  section  2 . Q   (a)  and  section  6 
hereof,  shall  serve  six  (6)  copies  of  such  exhibits  on  the  Commission,  at  least 
three  (3)  days  prior  to  the  hearing  at  which  such  exhibits  are  to  be  offered  un- 
less the  presiding  officer  exercises  his  discretion  in  accordance  with  section  1.3 
of  the  Rules. 

(b)  Rebuttal  Exhibits 

All  exhibits  in  rebuttal  may  be  served  at  the  time  they  are  introduced 
at  the  hearing. 
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10.6  Principal  Wi t  ness es 

In  all  proceedings  held  under  G.  L.  c.  7,  s.   30  0,  at  least  one  officer, 
administrator  or  owner  as  the  case  may  he,  of  the  appellant,  who  shall  be  fam- 
iliar with  the  financial  circumstances,  training  and  experience  of  all  other  of- 
ficers, administrators,  or  owners,  staff  members,  and  institution,  shall  appear 
as  a  witness . 

10.7  Stipulations 

The  parties  to  any  proceeding  before  the  Commission  may,  by  stipulation  in 
writing  filed  with  the  Commission  or  entered  in  the  record,  agree  upon  the  facts 
or  any  portion  thereof  involved  in  the  controversy,  which  stipulation  may  be  re- 
garded and  used  as  evidence  at  the  hearing.     The  Commission  may  in  such  cases 
require  such  additional  evidence  as  it  may  deem  necessary. 

10.8  Subpoenas 

(a)  Issuance 

The  Commission  and  all  other  parties  shall  have  authority  in  accordance 
with  G.  L.   c.   30A,  s.   12  and  G.  L.  c.  7,  s.   3 OP  to  issue  subpoenas  requiring  the 
attendance  and  testimony  of  witnesses  and  the  production  of  anv  documents  in 
question  in  the  proceeding.     Subpoenas  for  the  attendance  of  witnesses  or  the  pro- 
duction of  documents  may  be  issued  without  notice  to  any  other  party.     (Appendix  C) . 

(b )  Motions  to  Quash  or  Modify 

Within  a  reasonable  time  fixed  by  the  presiding  officer,  any  person 
to  whom  a  subpoena  is  directed  may  petition  the  presiding  officer  to  revoke  or 
modify  a  subpoena. 

10.9  Production  and  View  of  Objects 

A  party  may  file  a  motion  for  the  production  or  view  of  any  object  which 
relates  to  the  subject  matter  of  any  proceeding  then  pending  before  the  Commission. 
Said  motion  shall  be  filed  in  accordance  with  s.  5.5  and  shall  be  granted  in  the 
discretion  of  the  presiding  officer  where  justice  requires. 
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SECTION  11.     DEPOSITIONS  AND  WRITTEN  INTERROGATORIES 

11.1  Request  For  Orders  To  Take:  Time  of  Filing:  Contents 

The  presiding  officer  or  the  Commission  may,  either  on  its  own  initiative, 
pursuant  to  a  pre-hearing  conference  or  otherwise,  or  upon  proper  request  of  a 
party  to  a  proceeding,  issue  an  order  to  take  a  deposit-Ion.     A  motion  to  take  a 
deposition  shall  be  filed  with  the  Executive  Secretary  to  the  Commission  not 
less  than  fifteen  (15)  days  before  the  proposed  date  for  taking  the  deposition , 
and  shall  set  forth  the  reason  for  the  deposition,  the  place  and  time  of  taking, 
the  officer  before  whom  it  is  to  be  taken,  the  name  and  address  of  each  witness 
to  be  examined,  if  known,  and,  if  the  name  is  not  known,  a  general  description 
sufficient  to  identify  him  or  the  particular  class  or  group  to  which  he  belongs, 
and  whether  the  deposition  is  to  be  based  upon  written  interrogatories  or  upon 
oral  examination.     If  the  deposition  is  to  be  based  upon  oral  examination,  the 
motion  shall  contain  a  statement  of  the  matters  concerning  which  each  witness 
will  testify.     If  the  deposition  is  to  be  based  on  written  interrogatories,  the 
motion  shall  be  accompanied  by  the  interrogatories  to  be  propounded,  serially 
numbered.     Copies  of  all  motions  to  take  depositions,  and  accompanying  interrog- 
atories, if  any,  shall  conform  to  the  requirements  of  Rule  5.5. 

11.2  Objection  To  Taking  Deposition 

Objection  to  the  taking  of  such  deposition  may  be  made  in  a  reply  to  such 
a  motion.    Without  prejudice  to  objection  to  such  motion,  the  reply  may  also 
state  objection  to  any  individual  interrogatory,  and  if  the  deposition  is  per- 
mitted, the.  presiding  officer  will  rule  upon  such  objections  to  interrogatories. 
A  party  served  with  an  order  to  take  a  deposition  on  written  interrogatories  shall 
have  ten  (10)   days  after  date  os  service  of  such  order,  within  which  to  file  and 
serve  written  cross-interrogatories,  whic->-  shall  be  served  pursuant  to  Rule  6.1. 
Upon  the  issuance  of  an  order  by  the  presiding  offx.0_r  for  the  taking  of  a  deposi- 
tion, the  Executive  Secretary  to  the  Commission  will  mail      COpy  thereof  to  all 
parties  and  the  party  who  requested  the  deposition  shall  transmit  ,  COpy  Df  such 
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order  to  the  officer  taking  the  deposition. 

11.3  Contents  of  Order 

The  order  issued  authorizing  the  taking  of  a  deposition  will  state  the 
name  and  address  of  each  witness  or  a  general  description  sufficient  to  identify 
him  or  the  particular  class  or  group  to  which  he  belongs,  the  matters  concerning 
which  it  is  expected  such  witness  will  testify,  the  place  where,  the  time  when, 
and  the  officer  before  whom  the  deposition  is  to  be  taken.     If  the  deposition 
is  to  be  taken  upon  written  interrogatories,  a  list  of  the  interrogatories 
will  accompany  the  order. 

11.4  Record  of  Examination:  Oath:  Objections 

The  officer  before  whom  the  deposition  is  to  be  taken  shall  put  the  witness 
on  oath  and  shall  personally,  or  by  someone  acting  under  his  direction  and  in  his 
presence,  record  the  testimony  of  the  witness.     The  testimony  shall  be  taken 
stenographically  and  shall  be  transcribed  unless  the  parties  agree  otherwise.  All 
objections  made  at  the  time  of  the  examination  to  the  qualifications  of  the  officer 
taking  the  deposition,  or  to  the  manner  of  taking  it,  or  to  the  evidence  presented, 
or  to  the  conduct  of  any  party,  and  any  other  objections  to  the  proceedings,  shall 
be  noted  by  the  officer  upon  the  deposition.     Evidence  objected  to  shall  be  taken 
subject  to  the  objections.     Any  party  served  with  a  notice  to  take  an  oral  deposi- 
tion may  cross-examine  a  witness  whose  testimony  is  taken  under  such  deposition.  In 
lieu  of  cross-examination,  parties  served  with  notice  of  taking  a  deposition  may 
transmit  written  interrogatories  or  cross-interrogatories  to  the  officer  taking 
the  deposition,  who  shall  propound  them  to  the  witness  and  record  the  answers  ver- 
batim together  with  any  objections  interposed  thereto  by  adverse  parties. 

11.5  Submission  to  Witness:  Changes:  Signing 

When  the  testimony  is  fully  transcribed  the  deposition  of  each  witness  shall 
be  submitted  to  him  for  examination  and  shall  be  read  to  or  by  him.     Anv  changes 
in  form  or  substance  which  the  witness  desires  to  make  shall  be  entered  upon  the 
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11.5  (Continued) 

deposition  by  the  officer  with  a  statement  of  the  reasons  given  by  the  witness 
for  making  them.     The  deposition  shall  then  be  signed  by  tbe  witness,  unless  the 
parties  by  stipulation  waive  the  signing  or  the  witness  is  ill  or  cannot  be  found 
or  refuses  to  sign.     If  the  deposition  is  not  signed  by  the  witness,  the  officer 
shall  sign  it  and  state  on  the  record  the  fact  of  the  waiver  or  of  the  illness 
or  absence  of  the  witness  or  the  fact  of  the  refusal  to  sign,  together  with 
the  reason,  if  any,  given  therefor:  and  the  deposition  may  then  be  used  as  fully 
as  though  signed,  unless  upon  objection  the  presiding  officer  holds  that  the 
reasons  given  for  the  refusal  to  sign  require  rejection  of  the  deposition  in 
whole  or  in  part. 

11.6  Certification  and  Filing  by  Officer:  Copies 

The  officer  taking  the  deposition  shall  certify  on  the  deposition  that  the 
witness  was  duly  sworn  by  him  and  that  the  deposition  is  a  true  record  of  the 
testimony  given  by  the  witness,  and  that  said  officer  is  not  of  counsel  or 
attorney  to  either  of  the  parties,  not  interested  in  the  event  of  the  proceeding 
or  investigation.     He  shall  then  securely  seal  the  deposition  in  an  envelope 
endorsed  with  the  title  of  the  action  and  marked  "Deposition  of  (here  insert  name 
of  witness)",  and  shall  promptly  send  the  original  thereof  together  with  the 
original  of  all  exhibits,  by  certified  mail,  to  the  presiding  officer.  Inter- 
ested parties  shall  make  their  own  arrangements  with  the  officer  taking  the 
deposition  for  copies  of  the  testimony  and  the  exhibits. 

11.7  Waiver  of  Objections  and  Admissibility 

Objections  to  the  form  of  question  and  answer  shall  be  made  before  the 

officer  taking  the  depositions  by  parties  or  representatives  present,  and  if 

not  so  made,  shall  be  deemed  waived.     "Depositions  shall,  when  offered  at  the 
hearing,  be  subject  to  proper  legal  objection. 

11.8  Time  of  Filing 

All  depositions  shall  be  filed  With  the  presiding  officer  not  later  than 
the  date  of  the  hearing  in  which  they  are  to  be  offered  as  evidence. 


1 1  •  9     Inclusion  in  Record 

No  deposition  shall  constitute  a  part  of  the  record  in  anv  proceeding  until 
received  in  evidence. 

11.10  Witness  Fees:  Expenses  of  Taking  depositions 

Witnesses  whose  depositions  are  taken  pursuant   to  this  rule,  and  the 
officer  taking  such  depositions,  shall   severally  he  entitled  to  the  same  fees 
and  mileage  as  are  paid  for  like  service  in  the  courts  of  the  Commonwealth.  Ml 
expenses  of  taking  such  depositions  shall  be  paid  by  the  partv  at  whose  instance 
the  deposition  is  taken. 

SECTION  12.     RULINGS,  BRIEFS ,  ORAL  ARGUMENT  ANT)  POST-HEARING  PROCEDURE 

12.1  Request  for  Rulings 

Within  the  time  designated  for  the  filing  of  briefs  pursuant  to  s.    1 2 .  'i , 
any  party  may  file  requests  for  rulings. 

12.2  Oral  Argur.ent  ,  When  Made 

When,  in  the  opinion  of  the  Commission  or  the  presiding  officer,   time  permits 
and  the  nature  of  the  proceedings,   the  complexity  or  importance  of  the  issues  oe 
fact  or  lav;  involved,  and  the  public  interest  warrant,  such  presiding  officer 
may,  either  on  his  own  motion  or  at  the  request  of  a  party  or  staff  counsel  at 
or  before  the  close  of  the  taking  of  testimony  allow  and  fix  a  time  for  the 
presentation  of  oral  argument,  imposine  such  limits  of  time  on  the  argument  as 
deemed  appropriate  in  the  proceeding.     Such  argument  shall   be  transcribed  and 
bound  with  the  transcript  of  testimony  at  the  discretion  of  the  presiding  officer. 

12.3  Briefs 

Briefs  may  be  filed  by  a  partv  either  before  or  during  the  course  of  a 
hearing,  or  within  such  time  thereafter  as  the  Commission  or  the  presiding  officer 
shall  designate.     Failure  to  file  a  brief  shall   in  no  way  preiudice  the  rights  of 
any  party.     The  order  of  filing  briefs  after  the  hearing  including  renly  briefs 
will  be  designated  by  the  presiding  officer. 
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12.4  Contents  and  Scope  of  Briefs:  Proposed  Findings  find  Order 
Briefs  shall  contain:   (!)  a  concise  statement  of  the  case,   (2)  an 

abstract  of  the  evidence  relied  upon  by  the  party  filing,  with  reference  to 
the  pages  of  record  or  exhibits  where  the  evidence  appears,    ('0   argument  and 
authorities,  and   (A)  proposed  findings  and  conclusions. 

12.5  Briefs,  Form  of 

Exhibits  should  not  be  reproduced  in  the  brief,  but  may,  if  desired,  be 
reproduced  in  an  appendix  to  the  brief.     Anv  analvsis  of  exhibits  relied  on 
should  be  included  in  the  part  of  the  brief  containing  the  abstract  of  evidence 
under  the  subjects  to  which  they  pertain.     Every  brier  o^"  mere  than  tventv  C2H) 
pages  shall  contain  a  subject  index,  with  page  references,  and  a  list  of  all 
cases  cited,  alphabetically  arranged,  with  reference  to  the  pages  where  the 
citations  appear.     All  briefs  shall  be  as  concise  as  possible  and  shall  in  all 
other  respects  conform  to  the  requirements  of  s.  2.°. 

12.6  Briefs,  Filing  and  Service 

Briefs  not  filed  and  served  on  or  before  the  dates  fixed  therefor  shall 
not  be  accepted  for  filing.     All  briefs  shall  be  accompanied  by  a  certificate 
showing  service  upon  all  parties  and  persons  who  have  been  allowed  to  cross- 
examine  and  present  evidence,  and  except  where  filing  of  a  different  number  is 
permitted  or  directed  by  the  presiding  officer,  six   (6)   copies  of  each  brief 
shall  be  served  on  the  Commission  in  addition  to  the  brief  served  on  it  pur- 
suant to  ss.2.9   (a)  and  6.1.     Requests  for  an  extension  of  tine  in  which  to  file 
briefs  shall  conform  to  the  requirements  of  s.   2.5  and  shall  be  filed  before  the 
time  fixed  for  filing  such  briefs. 

12.7  Filing  of  Documents  Subsequent  to  Hearing 

The  Commission  or  presiding  officer  may,   for  good  cause  shovn ,  allow  the 
parties  to  file  evidentiary  documents  of  any  kind,  or  exhibits,  at  a  time  sub- 
sequent to  the  completion  of  the  hearing,  such  time  to  be  determined  by  the 
presiding  officer.     If  a  request  for  such  subsequent  Filing   is  granted,  the 
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12.7  (Continued) 

requesting  party  shall  on  or  before  the  date  set  for  filing,  send  copies  of  all 
documents  or  exhibits  which  are  the  subject  of  the  request  to  all  parties  and 
persons  who  have  filed  appearances.     If  such  requirement  for  copies  is  imprac- 
ticable,  the  presiding  officer  may  suspend  the  above  provision;   in  such  cases, 
the  presiding  officer  shall  allow  reasonable  inspection  of  the  orieinal  by  all 
parties . 

12.8  Reopening  hearings 

No  person  may  present  additional  evidence  after  having  rested  nor  may  ar.v 

hearing  be  reopened  after  having  been  closed,  except  upon  motion  and  showing  of 
I 

good  cause.     Such  motions  shall  be  filed  in  accordance  with  the  provisions . of 
s.  5.5.     The  presiding  officer  shall  notify  all  parties  of  his  action  upon  the 
motion.     Notwithstanding  the  above,  the  presiding  officer  or  Commission  may,  at 
any  time  prior  to  the  rendering  of  a  decision,   reopen  the  hearing  on  its  own 
motion.     In  case  of  such  reopening  on  motion  of  the  presiding  officer  or  Com- 
mission, the  parties  shall  be  notified  and  the  hearing  shall  not  be  convened  less 
than  five  (5)   days  after  the  sending  of  such  notice. 

SECTION  13.     DECISIONS:   TENTATIVE  AND  EINAL 

13.1  Decisions:   Contents  and  Service 

All  recommended,   tentative,  and  final  decisions  will  include  a  statement 
of  findings  and  conclusions,   as  well  as  the  reasons  or  bases  therefor,  upon  all 
the  material  issues  of  fact,   law,  or  discretion  nresented  on  the  record,  and 
the  appropriate  relief  or  denial  thereof.     A  copy  of  each  final  decision  when 
issued  shall  be  served  on  the  parties  to  the  proceeding;  pursuant  to  s.   6.1  of 
these  rules.     Tentative  decisions  shall  also  be  served  when  required  by  these  rule 
also  pursuant  to  s.   6.1  of  these  rules. 

13.2  Filing  of  Presiding  Officer's  'Recommended  Decision  with  the  Commission 
The  presiding  officer  shall   file  his  recommended  decision  together  with 


13.2  (Continued) 

his  statement  of  findings  and  conclusions,  as  well  as  the  reasons  or  bases 
therefor,  upon  all  the  material  issues  of  fact,  lav;,  or  discretion  presented  on 
the  record,  and  the  appropriate  relief  or  denial  thereof  with  the  Commission  as 
soon  as  practicable  after  the  close  of  any  proceeding. 

13.3  Consideration  of  Presiding  Of ficer's  Recommended  necision  by  Commission 
As  soon  as  practicable  after  the  filing  of  the  presiding  officer's  recom- 
mended decision  the  Commission  shall  consider  the  recommended  decision  of  the 
presiding  officer  at  a  duly  called  meeting. 

1 3  . A    Tentative  Decisions 

Any  party  may,  in  advance  of  hearing,   request  in  writing  that  the  Com- 
mission furnish  it  a  copy  of  a  tentative  decision,   if  a  majority  of  the  Com- 
mission has  neither  heard  nor  read  the  evidence.     If  such  a  request  has  been 
made  by  any  party  when  a  majority  of  the  Commission  has  neither  heard  nor  read 
the  evidence  a  tentative  decision  shall  be  made  by  the  Commission  which  may  be 
made  on  the  basis  of  the  presiding  officer's  recommended  decision  containing 
the  matters  set  forth  in  s .   13.1  of  these  rules.     Unless  a  timely  request  is 
filed  by  a  party  to  a  proceeding  the  Commission  need  not  make  any  tentative 
decision . 

13.5     Notice  of  Tentative  Decisions:  Timely  Filing  of  and  Action  to  be  Taken 
on  Objectlo ns  and  Vri 1 1 e n  or  Oral  Arguments 

(a)  Notice  of  Tentative  riecisions 

As  soon  as  practicable  after  the  Commission  has  made  its  tentative 
decision  the  Executive  Secretary  to  the  Commission  shall  forward  a  copy  thereof 
to  any  party  who  is  entitled  thereto  pursuant  to  s.6.]  (a). 

(b)  Filing  of  Objections 

A  party  shall  have  ten  (10)   days  from  the  date  of  mailing  of  the  tenta- 
tive decision  to  submit  written  objections  and  either  oral   or  written  arguments 
to  the  Commission,   the  choice  to  be  in  the  discretion  or  the  Commission.  Objections 
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13.5  (b)  (Continued) 

so  filed  shall  be  considered  by  the  Commission  before  any  final   decision  Is 
made . 

13.6  Oral  Argument:  Submission  for  Final  decision 

(a)  Oral  Argument 

If  oral  argument  before  the  Commission  Is  desired  on  objections  to  a 
tentative  decision,  or  on  a  motion  or  petition,  a  request  therefor  sbal 1   be  made 
'in  writing  to  the  Commission.     Any  party  may  make  .such  a  request  Irrespective  o<" 
his  filing  objections  or  written  argument  under  s.    13.5  (b)  of  these  rules.  Tf 
a  brief  on  objections  or  argument  is  filed,   the  request   for  oral   argument  sbal  1 
be  incorporated  therein.     Applications  for  oral  argument  will   be  granted  or  denied 
in  the  discretion  of  the  Commission,  and  If  granted,   the  notice  of  oral  argument 
will  set  forth  the  order  of  presentation.     Those  who  appear  before  the  Commission 
on  oral  argument  shall  confine  their  argument  to  points  of  controlling  importance 
raised  on  objections.     Where  the  facts  of  a  case  are  adequately  and  accurately 
dealt  with  in  the  tentative  decision,  parties  should,  as  far  as  possible,  address 
themselves  in  argument  to  the  conclusions. 

( b )  S ubmission  to  Commission  for  Final  necision 

A  proceeding  will  be  deemed  submitted  to  the  Commission  for  final 
decision  as  follows: 

(1)  if  oral  argument  is  had,  the  date  of  completion  thereof,  or  if 
memoranda  on  points  of  law  are  permitted  to  be  filed  after  argument,   the  last 
date  of  such  filing. 

(2)  if  oral  argument  is  not  had  the  last  date  when  objections  or  written 
arguments  or  replies  thereto  are  filed,  or  if  objections  and  written  arguments 
are  not  filed,   the  expiration  date  for  such  objections  or  written  arguments. 

(3)  if  a  majority  of  the  Commission  has  neither  heard  nor  read  the 
evidence  and  a  timely  request  for  an  opportunity  to  submit  written  obi'ections 
and  either  written  or  oral  arguments  has  not  been  filed,  on  the  date  that  the 

presiding  officer  files  his  recommended  decision  with  the  Commission  pursuant 

-33- 


« 


13.6     (b)  (Continued) 

to  s.   13.1  of  these  rules. 

SECTION  14.  DECISIONS 
14.1  Quorum 

At  least  three  Commissioners  shall  participate  in  anv  action  of  the  Com- 
mission.    All  decisions  and  rulings  of  the  Commission  shall  be.  by  a  vote  of  a 
majority  of  the  Commission. 

SECTION   15.     APPEAL  FROM  FINAL  DECISIONS 
I 

The  Commission  shall  notify  all  parties  of  their  rieht  to  appeal   a  final 
decision  of  the  Commission  pursuant  to  G.  L.   c.   3r>A,  s.    14     and  G.  L.   c.  7, 
s.   30  0  or  0.  L.   c.    176A,  s.   5,  as  the  case  may  be  and  of  the  time  limit  on 
their  right  to  appeal. 

SECTION  16.  CITATION 

The  Rules  of  Practice  and  Procedure  shall  be  cited  as  "M.R.S.C.  Rules  of 
Prac.  &  Proc",  followed  by  the  particular  section  number,  e.e.,  M.R.S.C.  Rules 
of  Prac.  &  Proc  ,  6  . 1  (a)  . 
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APPENDIX  A  Appearance  of  Counsel 


THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 


R.  S.  C.  No. 


(Heading) 


APPEARANCE  OF  COUNSEL 


In  the  above-entitled  proceeding,  I  hereby  appear  for  and  on  behalf 
of  


Signature 

of  Attorney 

Address 

Tel ephone 

Number 

Date 
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APPENDIX  B 


Order  of  Notice 


THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 

BOSTON  

the  Rate  Setting  Commission  will  hold  a  public  hearing  at  

 on  

the  day  of  at  

o'clock  in  the  noon. 

And  the  petitioner                    is  required  to  give  notice  of  said  hearing 
by  publication  hereof   prior  to  said  date  in  the  


to  serve  a  copy  hereof  at  least  days  prior  to  said  date  on 


and  to  make  return  of  service  and  publication  at  the  time  of  hearing. 


I  hereby  certify  that  publication  and  service  of  the  within  order  of 
notice  of  hearing  has  been  made  and  Riven  as  therein  directed. 


By  order  of  the  Commission 


Executive  Secretary 


Mass . , 


19.  . 


Subscribed  and  sworn  to  before  me 


this 


day  of 


Justice  of  the  Peace 
Notary  Public 
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APPENDIX  C 


Subpoena 


THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 


To 


YOU  ARE  HEREBY  REQUIRED,  in  the  name  of  the  Commonwealth  of 
I 

Massachusetts,  to  appear  at  a  hearing  before  the  Rate  Setting 

Commission  to  be  held  at  

 on  the  day  of  

at  o'clock  in  the  noon,  and  from  day  to 

day  thereafter,  until  the  aforesaid  hearing  is  concluded  by  said 
Commission  to  give  evidence  of  what  you  know  relating  to  

then  and  there  to  be  heard  in  the  matter  of  

 and  you  are  required  to  bring 

with  you  ;  


HEREOF  FAIL  NOT,  as  you  will   answer  your  default  under  the 
pains  and  penalties  in  the  law  in  that  behalf  made  and  provided. 

DATED  AT  the  

day  of  A.D.  ,  19  


Notary  Public 


amMBMMWItllllll  Hill  I II'  III  II  II I 


APPENDIX  T) 


Certificate  of  Service 


THE  COMMONWEALTH  OP  MASSACHUSFTTS 
RATE  SETTING  COMMISSION 

R.S.C.  No.  

I 

CERTIFICATE  OF  SERVICE 

I  hereby  certify  that  I  have  this  day  served  the  foregoing  document 
upon  all  parties  of  record  in  this  proceeding  in  accordance  with  the 
requirements  of  s.  6.1  of  the  Commission's  Rules  of  Practice  and  Procedure. 

Dated  at  this  day  of  ,  IP 


(Signature) 

Of  Counsel  for 
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A  TRUE  COPY 
ATTEST : 

I,  Edmund  H.  Stone,  Executive  Secretary  to  the  Rate  Setting  Commission, 
certify  that  on  December  30,  1969,  at  4:27  P.  M. ,  an  attested  copy  of 
the  foregoing  "RULES  OF  PRACTICE  AND  PROCEDURE"  was  filed  with  the 
Secretary  of  State,  together  V7ith  a  citation  of  the  law  by  authority  of 
which  the  aforesaid  was  issued. 


Edmund  H.  Stone,  CPA 
Executive  Secretary 
RATE  SETTING  COMMISSION 
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Approved  "by  Alfred  C.  Holland,  State  Purchasing  Agent. 


STEPHEN    M.  WEINER 


Chairman 


S&ea  %c/e  (617)  7274150 


SHELBY  P.  MUDARRI 
Commissioner 


ANDREW  H.  NIGHSWANDER 
Commissioner 


November  3,  1976 


To  His  Excellency,  The  Governor, 

The  Honorable  Senate, 

The  House  of  Representatives, 

The  State  Secretary, 

The  Secretary  of  the  Executive  Office 

of  Human  Services, 

of  the  Commonwealth  of  Massachusetts: 


Pursuant  to  the  provisions  of  the  Massachusetts  General  Laws, 


Chapter  6A,  section  32,  I  am  submitting  herewith  the  SECOND  ANNUAL  REPORT 
of  the  Massachusetts  Rate  Setting  Commission,  as  reorganized  by  Chapter  1229 
of  the  Acts  of  1973,  effective  July  l,  1974. 

The  intent  of  this  Report  is  to  reflect  the  reorganized  Commission's 
achievements  and  activities  during  its  second  year  of  operation,  the  year  ending 
June  30,  1976. 


As  required  by  law,  the  Report  contains  a  statement  specifying  the 


management  of  the  Commission's  affairs,  a  detailed  analysis  of  its  reimbursement 
policy  for  each  class  of  provider  of  services  and  for  state  institutions,  and  a 
description  of  the  Commission's  coordination  of  its  rate  making  functions  with  the 
rule  making  functions  of  the  departments  of  the  Commonwealth  regulating  said 
providers  and  institutions. 


Respectfully  submitted  for  the 
Rate  Setting  Commission, 


Stephen  M.  Weiner 
Cliai  rman 
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I.     MANAGEMENT  OF  COMMISSION  AFFAIRS 
A.  AUTHORITY 

During  its  fiscal  year  1976,  the  Rate  Setting  Commission  had  responsibility 
for  six  principal  areas  of  activity: 

(1)  The  Commission  had  the  responsibility  of  establishing  fair,  reasonable, 
and  adequate  rates  to  be  paid  by  governmental  units  to  "providers  of  health  care 
services"     (G.L.  c.  6A,  s.  32).    These  providers  of  health  care  services  include 
persons  providing  medical  and  health  related  care,  services,  supplies,  and  ac- 
commodations, as  well  as  persons  providing  social,  educational,  and  rehabilita- 
tive services. 

Under  this  jurisdiction  during  fiscal  year  1976,  the  Commission  determined 
the  rates  paid  by  the  Commonwealth  for  a  variety  of  medical  and  health-related 
services,  including  the  services  of  hospitals,  long-term  care  facilities,  physi- 
cians, pharmacists,  dentists,  home  health  agencies,  podiatrists,  chiropractors, 
neighborhood  health  centers,  and  other  providers.    The  majority  of  providers 
were  those  of  services  purchased  under  the  medical  assistance  program  admin- 
istered by  the  Department  of  Public  Welfare. 

In  addition  to  medical  and  health  related  providers,  the  Commission  sets 
rates  for  social,  rehabilitative,  and  educational  providers.    The  Commission 
was  originally  responsible  for  the  rates  for  a  variety  of  child  care  programs 
purchased  by  the  Departments  of  Education,  Mental  Health,  Public  Health,  Public 
Welfare,  and  Youth  Services  for  the  provision  of  training,  instruction,  resi- 
dential treatment,  support  and  day  care  for  certain  blind,  deaf,  aphasic,  and 
emotionally  disturbed  children  and  youthful  offenders;  and  for  services  and 
accommodations  purchased  by  the  Department  of  Elder  Affairs. 

However,  by  operation  of  Section  12  of  Chapter  1229  of  the  Acts  of  1973, 
the  above  Commission  jurisdiction  over  providers  of  social,  rehabilitative, 
or  educational  services  was  expanded  during  fiscal  year  1976  to  include  all  such 
services  purchased  by  state  agencies  and  by  local  educational  authorities  under 
Chapter  766,  the  special  education  law. 

(2)  The  Commission  received  additional  responsibility  in  July  of  1975  for 
review  and  approval  of  hospital  charge  increases  to  the  general  public,  by 
virtue  of  the  enactment  of  Chapter  424  of  the  Acts  of  1975.    This  law  mandates 
that  tne  Rate  Setting  Commission  review  hospital  requests  for  charge  increases 
and  verify  that  those  increases  result  from  underlying  cost  increases  which  are 
justified  by  inflation,  increases  in  volume,  or  costs  beyond  the  hospital's 
control.     Chapter  424  also  requires  that  the  Commission  approve  charges  established 
for  new  services. 

(3)  The  Commission  had  the  responsibility  of  establishing  fair  and  adequate 
charges  to  be  used  by  state  institutions  for  general  health  care,  supplies  and 
accommodations;  and  for  social,  rehabilitative,  or  educational  services  and 
accommodations  (G.L.  c.  6A,  s.  32). 


Such  charges  are  to  be  based  on  tne  actual  costs  of  each  state  institution 
reasonably  related,  in  the  circumstances  of  each  institution,  to  tne  effi- 
cient production  of  such  services  in  said  institution.     Under  this  authority, 
the  Commission  determined  the  charges  of  state  hospitals  operated  by  the  De- 
partments of  Mental  Health  and  Public  Health,  and  schools  for  the  mentally 
retarded  and  other  similar  facilities. 

(4)  The  Commission  had  the  responsibility  of  approving  contracts  between 
Blue  Cross  of  Massachusetts ,  Inc.  and  providers  of  health  services,  and  for 
approving  rates  under  such  contracts  (G.L.  c.  176A,  s.  5).     Under  this  authority 
the  Commission  approved  Blue  Cross  contracts  with  participating  and  cooperating 
hospitals,  long  term  care  facilities,  and  pharmacies. 

In  exercising  this  authority,  particularly  as  it  relates  to  hospitals, 
Commission  action  has  a  substantial  impact  on  premiums  paid  by  Blue  Cross 
subscribers,  since  a  major  element  in  determining  premiums  is  the  rate  Blue 
Cross  pays  to  contracting  providers. 

(5)  The  Commission  had  the  responsibility  of  establishing  the  rates  paid 
to  providers  of  health  services  by  commercial  insurance  carriers  for  services 
covered  by  the  Workmen's  Compensation  Act. 

(6)  The  Commission  had  the  responsibility  of  approving  estimated  receipts 
of  the  City  of  Boston  from  the  provision  of  health  services  (Chapter  909  of  the 
Acts  of  1969).     This  authority  has  a  direct  effect  on  the  tax  rate  of  the  City 
of  Boston,  since  to  the  extent  tne  City's  estimated  costs  for  providing  health 
services  are  in  excess  of  the  Commission's  approved  estimate  of  receipts,  the 
difference  must  be  accounted  for  in  tax  levies. 
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I.     MANAGEMENT  OF  COMMISSION  AFFAIRS 

B.     PROCEDURE  FOR  DEVELOPMENT  AND  REVIEW  OF  RATES 

(1)  Regulations  -  The  Commission  determines  rates  through  regulations. 
In  many  cases,  particularly  for  non-institutional  medical  providers,  the 
regulation  will  contain  a  fee  schedule  which  itself  represents  the  rates  for 
services  provided.     In  other  cases,  particularly  for  institutional  providers, 
the  rate  determination  is  in  the  form  of  a  general  regulation  containing  a 
definition  of  allowable  costs  and  a  process  for  developing  individual  rates 
from  the  allowable  costs.    Upon  promulgation  of  the  regulation,  individual 
rates  are  calculated. 

A  public  hearing  is  held  before  a  regulation  is  promulgated  in  order  to 
allow  for  input  from  affected  providers  and  purchasing  agencies,  as  well  as 
from  the  general  public.    A  notice  of  public  hearing  is  filed  with  the  Secre- 
tary of  the  Commonwealth  and  is  published  in  two  daily  newspapers  prior  to 
the  public  hearing. 

During  fiscal  year  1976,  thirty-six  regulations  were  promulgated  by  the 
Commission  after  public  hearings  and  eight  regulations  were  promulgated  on 
an  emergency  basis.    All  regulations  promulgated  during  the  period  July  1, 
1975  through  June  30,  1976  are  listed  in  Appendix  A  by  the  Bureau  respon- 
sible for  their  preparation.    Appendix  B  contains  a  chronological  listing 
of  the  thirty-one  public  hearings  held  by  the  Commission  during  this  period. 

Regulations  promulgated  in  prior  fiscal  years  by  the  Rate  Setting  Com- 
mission before  its  reorganization  are  still  applicable  unless  replaced  by 
more  recent  Commission  regulations. 

(2)  Rate  Adjustments  -  In  the  case  of  providers  which  receive  individual 
rates,  adjustments  to  the  rates  are  possible  once  the  original  rate  is  certi- 
fied.   A  provider  may  contact  the  Commission  through  the  bureau  director  and 
request  such  an  adjustment  in  writing.    The  bureau  staff  will  then  review  the 
application  for  adjustment  and  the  required  supporting  documentation,  and 
make  its  recommendations  to  the  Commissioners,  who  will  vote  at  a  weekly 
public  Commission  meeting  on  whether  to  adjust  the  rate. 

Following  are  examples  of  situations  that,  under  Commission  regulations, 
generally  support  an  adjustment  to  the  rate  originally  certified  by  the  Com- 
mission: 

Expenditures  which  have  been  imposed  upon  the  provider  because  of  laws, 
licensing  regulations,  safety  regulations,  or  any  official  requirement  made 
by  a  city,  town,  state,  or  federal  authority; 

Unusual  or  unforeseen  increases  in  the  reasonable  program  operating  costs 
beyond  the  control  of  the  provider  (i.e.,  replacement  of  equipment  or  facilities 
due  to  fire  or  flood;  repair  of  major  equipment)  not  contemplated  in  any  infla- 
tion factors  used  in  developing  the  rate  in  the  first  place; 
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Decreasing  or  terminated  external  sources  of  funding  (i.e.,  grants,  subsidies, 
donations ; 

Mechanical  or  clerical  errors  by  Commission  staff  in  the  calculation  of  a 
rate . 

Generally,  if  the  situation  is  one  of  emergency,  in  that  it  threatens  the 
financial  stability  of  a  program  and  is  substantial  in  nature,  it  can  be  reviewed 
for  a  possible  rate  adjustment  by  the  Commission,  provided  that  there  is  suffi- 
cient documentation,  which  sometimes  includes  the  endorsement  by  the  purchasing 
state  agency,  to  justify  such  adjustment. 

(3)     Rate  Appeals  -  The  reorganization  in  1974  set  the  appeal  vehicle  apart 
from  the  Commission  itself.     It  is  the  Division  of  Hearing  Officers,  independent 
of  the  Rate  Setting  Commission  and  within  the  Executive  Office  for  Administration 
and  Finance. 

This  Division  hears  appeals  from  the  providers  of  services  who  feel  that  their 
rates  of  reimbursement  are  not  fair.     After  a  formal  appeal  has  been  filed  with 
the  Division  of  Hearing  Officers,  a  hearings  officer  of  the  Division  will  hold 
an  adjudicatory  hearing  in  accordance  with  the  Administrative  Procedures  Act, 
G.L.  c.  30A.     After  all  relevant  testimony  and  evidence-  has  been  submitted  to  the 
assigned  hearings  officer,   (s)he  then  prepares  a  written  decision,  which  is  sub- 
mitted to  the  Rate  Setting  Commission. 

If  the  decision  results  in  a  recommendation  for  a  rate  different  from  that 
originally  certified  by  the  Commission,  the  Commissioners  then  establish  a  new 
rate  based  upon  the  statement  of  reasons.     The  Commission  may,  however,  return 
the  decision  to  the  hearings  officer  for  further  investigation,  if  the  Commissioner 
determine  that  the  hearings  officer's  statement  of  reasons  is  inadequate  to  deter- 
mine a  fair,  reasonable,  and  adequate  rate.     Commission  action  on  a  recommended 
decision  is  taken  by  vote  at  a  weekly  public  Commission  meeting. 

Should  a  party  still  consider  itself  to  be  aggrieved  by  a  decision  of  the 
Rate  Setting  Commission,  it  has  thirty  days  from  receipt  of  such  decision  to 
file  a  petition  for  review  in  the  Superior  Court  for  the  County  of  Suffolk. 
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I.     MANAGEMENT  OF  COMMISSION  AFFAIRS 

C.     FINANCIAL  STATEMENT 

Appendix  C  of  this  Report  presents  an  analysis  of  the  Commission's  expendi- 
ture of  state  funds  during  the  fiscal  year  ending  June  30,  1976. 


I.    MANAGEMENT  OF  COMMISSION  AFFAIRS 


D.     COMMISSION  STRUCTURE 

(1)  Commissioners  -  Under  the  terms  of  G.L.  c.  6A,  s.  32,  effective  July  1, 
1974,  the  Commission  consists  of  three  full-time  Commissioners,  each  appointed 
by  the  Governor.     Of  the  three,  one  is  to  be  appointed  by  the  Governor  as  Chair- 
man, and  is  to  have  had,  at  the  time  of  appointment,  administrative  experience 
and  an  advanced  degree  in  the  field  of  business  administration,  public  administra- 
tion, or  law.     One  of  the  members  is  to  be  a  Certified  Public  Accountant,  and  the 
third  is  to  be  a  person  experienced  in  the  field  of  medical  economics.    Each  Com- 
missioner is  appointed  for  a  term  of  three  years,  except  that,  because  the  re- 
organization became  effective  on  July  1,  1974,  the  first  set  of  appointments  were 
for  staggered  terms  of  one,  two,  and  three  years.     Only  July  1,  1974,  then  Governor 
Francis  W.  Sargent  appointed  the  Commissioners  as  follows: 

Name  Qualifications  Term 

Stephen  M.  Weiner  Chairman  2  years 

Shelby  P.  Mudarri  Certified  Public  Accountant  1  year 

Andrew  H.  Nighswander  Experienced  in  Medical  Economics  3  years 

Commissioner  Shelby  Mudarri,  whose  term  expired  at  the  beginning  of  fiscal 
year  1976,  was  reappointed  by  Governor  Michael  S.  Dukakis  for  a  term  of  three 
years . 

(2)  Executive  Secretary-  Under  the  three  full-time  Commissioners  is  the 
Executive  Secretary,  who  is  responsible  for  the  internal  administration  of  the 
Commission  and  who  reports  to  the  Chairman.    During  fiscal  year  1975,  the  Execu- 
tive Secretary  to  the  Commission  was  John  A.  Daley. 

(3)  Bureaus  -  G.L.  c.  6A,  s.  33  authorizes  the  Commission  to  establish  such 
bureaus  as  may  be  necessary  to  carry  out  its  duties.    The  statute  requires  crea- 
tion of  at  least  five  bureaus,  specifically:    Hospitals  and  Clinics,  Long  Term 
Care  Facilities,  Community  and  Home  Health  Agencies,  Non-Institutional  Medical 
Providers,  and  Educational  and  Social  Services. 

(a)    Bureau  of  Hospitals  and  Clinics 

Director:     Rhea  Margulies 

The  bureau  develops  the  rates  of  payment  for  hospitals  and  clinics  pro- 
viding inpatient  and  outpatient  care  to  publicly-aided  and  industrial  accident 
patients,  as  well  as  charges  to  the  general  public  for  state  and  county  hospitals. 
In  addition,  the  bureau  is  responsible  for  evaluating  contracts  between  Blue  Cross 
of  Massachusetts,  Inc.  and  hospitals  for  recommendations  to  the  Commission.  The 
bureau  performs  all  hospital  audits  required  to  set  public  assistance  rates  and 
to  prepare  Blue  Cross  final  settlements. 

The  bureau  also  prepares  for  Commission  review  recommendations  concerning 
the  City  of  Boston's  estimates  with  regard  to  expected  revenue  from  Boston's 
hospitals  and  clinics. 


Finally,  the  bureau  reviews  hsopiLal  charge  increases  and  proposed  new 
charge  increases  to  the  general  public,  as  mandated  by  Chapter  424  of  the  Acts  of 
1975,  to  determine  whether  the  increases  are  justified. 

(b)  Bureau  of  Long  Term  Care  Facilities 

Director:     John  J.  Lennon 

The  Bureau  of  Long  Term  Care  Facilities  develops  the  rates  of  payment 
for  nursing  home  and  rest  home  care  purchased  by  the  state  agencies  for  publicly- 
aided  citizens.    The  bureau  is  responsible  for  desk  and  field  audits  of  cost  re- 
ports submitted  by  the  various  providers. 

(c)  Bureau  of  Community  and  Home  Health  Agencies 

Director:     Joel  M.  Abrams 

The  Bureau  of  Community  and  Home  Health  Agencies  develops  rates  and 
reimbursement  policies  for  community  based  health  care  and  health  support  serv- 
ices provided  to  publicly-aided  and  industrial  accident  patients.     The  programs 
providing  such  care  serve  as  alternative  delivery  systems  to  institutions  as 
nospitals  and  nursing  homes.     The  emphasis  is  on  ambulatory  and  home  health  care. 

Many  of  these  agencies  lack  some  of  the  technical,  fiscal  and  planning 
expertise  found  in  older,  more  traditional  programs.     The  bureau,  therefore, 
provides  assistance  to  the  agencies.     Among  the  programs  for  which  this  bureau 
develops  rates  are:     adult  day  services,  visiting  nurse  associations,  neighbor- 
hood health  centers,  homemaker  agen^^s ,  family  planning  programs,  rehabilitation 
programs,  detoxification  programs,  outpatient  tuberculosis  clinics,  freestanding 
mental  health  programs,  health  maintenance  organizations,  and  health  support 
services  to  severely  handicapped  persons. 

(d)  Bureau  of  Non-Institutional  Medical  Providers 

Director:     George  D.  Lamantea 

The  Bureau  of  Non-Institutional  Medical  Providers  is  primarily  concerned 
with  rates  of  payment  to  individual  practitioners  including  physicians,  dentists, 
psychologists,  private  duty  nurses,  podiatrists,  physical,  speech  and  occupational 
therapists,  audiologists ,  and  chiropractors.     In  addition  to  these,  the  bureau 
is  also  responsible  for  rates  for  such  diverse  services  as  drugs,  ambulances, 
independent  clinical  laboratories,  hearing  aids,  eye  glasses,  prosthetics, 
orthotics,  and  other  medical  supplies. 

(e)  Bureau  of  Educational  and  Social  Services 

Director:    Melvin  Green 

The  Bureau  of  Educational  and  Social  Services  develops  rates  of  reim- 
bursement for  social  and  educational  programs  purchased  by  various  state  agencies. 
During  fiscal  1976  these  programs  included  programs  for  blind,  deaf,  aphasic, 
retarded,  and  emotionally  disturbed  children;  residential  programs  purchased  by 
the  Department  of  Youth  Services,  and  private  programs  purchased  under  Chapter 
766  —  the  special  education  law. 
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(h)  SUPPORT  GROUPS 


In  addition  to  the  five  Bureaus  of  the  Commission  mandated  by  G.L.  c6A, 
s.33,  the  Commission  has  established  the  Bureau  of  Planning  and  Analysis,  the 
Accounting  Policy  Unit,  and  the  Bureau  of  Administrative  Services  to  support 
the  work  of  the  Commission  and  its  other  bureaus.    The  Commission  also  main- 
tains a  Legal  Department. 

(a)  Bureau  of  Planning  and  Analysis 

Director:    Dianne  Wolman  (July  1,  1975  -  I'arch,  1976) 

Timothy  A.  Taylor  (April,  1976  -  June  30,  1976) 

The  establishment  of  the  Bureau  of  Planning  and  Analysis  reflects 
the  realization  that  the  work  of  the  Commission  has  a  direct  and  sub- 
stantial impact  on  the  social  service  and  health  care  delivery  systems. 
It  was,  therefore,  essential  that  the  Commission  establish  a  strong 
analytical  and  statistical  base  for  its  programs  and  the  evaluative 
capacity  to  measure  the  effect  of  Commission  action  on  the  availability 
and  shape  of  the  social  service  and  health  care  delivery  systems  of  the 
Commonwealth. 

The  Bureau  of  Planning  and  Analysis  provides  staff  advice  and 
information  to  the  Commissioners  and  to  the  other  Bureaus.  Research 
and  recommendations  from  this  Bureau  provide  guidance  to  the  other 
Bureau  Directors  and  the  Commissioners,  who  have  the  responsibility 
for  developing  and  implementing  the  Rate  Setting  Commission  regulations. 

Planning  and  Analysis  projects  are  usually  initiated  by  the  Com- 
missioners or  by  individual  Bureau  directors  when  they  see  a  problem 
to  be  studied  or  need  particular  types  of  information.    The  scope  of 
the  project  may  vary.     It  can  be  the  collection  and  analysis  of  data 
and  studies  of  providers  in  order  to  recommend  particular  rates  and/or 
reimbursement  methodologies — and  to  assess  their  impacts.    Or,  it  can 
be  the  collection  and  analysis  of  data  on  general  statewide  health  or 
social  issues,  legislation,  and  programs  that  relate  to  the  Commission. 

The  Bureau  of  Planning  and  Analysis  has  various  projects  going  on 
at  one  time.    Research  methodologies  that  apply  to  a  problem  in  one 
Bureau  may  apply  as  well  to  a  question  asked  by  another  Bureau.  For 
example,  calculations  for  inflation  have  been  made  for  a  variety  of 
different  regulations . 

When  a  major  project  is  completed,  it  is  distributed  to  all  who 
might  find  it  relevant  or  of  general  interest.    The  goal  is  pooling 
of  information  and  a  broader  understanding  of  Rate  Setting  Commission 
issues. 

Some  specific  projects  in  which  the  Bureau  was  involved  during 
fiscal  1976  included: 


-  Development  of  proposal  submitted  to  the  Social  Security 
Administration  for  research  and  developmental  contract  for 
work  on  prospective  hospital  reimbursement.     (SEE:     Part  III, 
Section  C) 

-  Development  of  supporting  documentation  for  a  legislative 
proposal  for  a  permanent  system  to  control  the  cost  of  pur- 
chasing hospital  care.     (SEE:    Part  III,  Section  D) 

-  Refinement  of  methodologies  for  determining  inflation 
factors  for  use  in  various  Commission  regulations. 

-  Projections  for  FY  '77  Medicaid  budget  and  legislative 
proposals  affecting  it. 

-  Investigation  of  possible  methodological  changes  to  the 
State  Plan  for  Title  XIX  reimbursement  (particularly  to  hosp- 
itals ) . 

-  Liaison  with  Task  Force  on  Standards  and  Guidelines  for 
Determination  of  Need,  particularly  on  the  financial  feasi- 
bility aspect. 

In  the  area  of  long  term  care  facility  (LTCF)  reimbursement,  subjects 
of  staff  review  and  study  included: 

-  alternative  reimbursement  methods  such  as  flat  rates,  patient-ori- 
ented rates,  and  multiple  rates  (for  multi-level  facilities); 

-  initial  design  of  study  on  costs,  placement,  needs,  and 
case  management  of  long  term  care  patients; 

-  feasibility  and  impact  of  dual  rates  for  LTCF's  with  a 
Level  IV  component,  and  the  computation  of  those  rates; 

-  cost  implications  of  Life  Safety  Code  enforcement  in  LTCF's; 

-  evaluation  of  data  collection  and  rate  setting  practices  and 
procedures  in  the  Bureau  of  Long  Term  Care  Facilities ; 

-  computation  of  cost  ceilings  and  standard  deviations  for  use 
in  rate  development; 

-  programming  efforts  to  collect  LTCF  information  in  coordination 
with  the  Department  of  Public  Health  and  the  Long  Term  Care  Information 
System. 

In  the  area  of  community  and  home  health  agencies  providing  health  care 
services,  staff  reviewed  and  studied: 

-  Health  Maintenance  Organization  (HMO)  applications  to  the 
federal  government  for  funding; 

-  HMO  costs,  as  part  of  Interagency  HMO  Task  Force; 


-11- 


-  reimbursement  for  services  for  severely  handicapped  persons ; 

-  costs  associated  with  family  planning  services; 

-  computer  programming  for  budget  and  financial  analysis  of 
home  health  agencies; 

-  reimbursement  methods  for  psychiatric  day  care  and  other 
mental  health  services; 

-  neighborhood  health  center  and  adult  day  care  reimbursement 
methodologies . 

In  the  area  of  non-institutional  medical  providers,  subjects  of  staff 
review  and  study  included: 

-  costs  associated  with  free-standing  surgical  centers ; 

-  analysis  of  reimbursement  for  ambulance  services; 

-  data  collection  and  rate  setting  practices  and  procedures 
of  the  Bureau  of  Non-Institutional  Medical  Providers; 

-  survey  of  all  Massachusetts  pharmacies  to  determine  average 
cost  of  dispensing  a  prescription; 

-  rate/fee  level  studies  for  physicians,  surgeons,  and 
radiologists. 

In  the  area  of  hospital  reimbursement,  staff: 

-  developed  a  supplementary  cost  and  statistical  schedule  to 
the  RSC  U01  historical  cost  report  for  hospitals; 

-  studied  impact  of  unionization  on  hospital  wages; 

-  studied  costs  associated  with  CAT  Scanner  services  in 
hospitals; 

-  studied  impact  of  malpractice  insurance  increases; 

-  studied  Hospital  Utilization  Review  in  Massachusetts; 

-  analyzed  reimbursement  impact  of  petition  of  Massachusetts 
General  Hospital  for  degree-granting  status; 

-  analyzed  hospital  charge  submissions  under  Chapter  h2k  of 
the  Acts  of  1975  (SEE:    Part  III,  Section  A). 


(A)  SUPPORT  GROUPS 


(b)  Accounting  Policy  Unit 

Director:     John  Lively 

The  Accounting  Policy  Unit  (APU)  is  responsible  directly  to  the 
Commission  through  Commissioner  Shelby  P.  Mudarri.     Its  function  is 
to  oversee  the  development  of  accounting  policies  to  be  used  by  the 
Bureaus;  to  analyze  and  prepare  responses  to  requests  for  advisory- 
rulings  with  respect  to  the  Commission's  auditing  practices  and  ac- 
counting principles;  to  develop  instructional  materials  to  accompany 
cost  reports,  staff  training  materials,  and  audit  programs;  and,  gen- 
erally, to  review  the  Commission's  audit  activities  in  order  to  re- 
commend appropriate  revisions  to  encourage  maximal  efficient  use  of 
resources.    The  APU  was  also  responsible  for  preparing  advisory  rulings 
for  Commission  adoption.     Appendix  V  provides  information  on  the  ad- 
visory rulings  issued  by  the  Commission  during  fiscal  1976. 

Long  term  care  reimbursement  -  Major  energies  of  the  APU  were 
directed  to  long-term  care  facility  (LTCF)  reimbursement.    Many  public 
concerns  about  potential  overpayments  in  this  area  supported  the  Unit's 
recognition  of  the  importance  of  concentrating  on  long-term  care  rates. 
As  a  result,  a  number  of  initiatives  at  changing  or  clarifying  Commission 
policies  were  undertaken,  of  which  these  are  the  most  salient: 

-  Conducted  a  management  survey  of  the  Bureau  of  Long  Term 
Care  Facilities  resulting  in  the  development  of  a  workload 
measurement  program  and  a  review  and  evaluation  of  the  effec- 
tiveness of  the  organization  structure.     This  pointed  to  the 
need  to  establish  and  develop  audit  programs  for  desk  review 
and/or  field  audits  which  could  track  the  time  spent  on  audits, 
so  as  to  focus  staff  attention  on  those  areas  which  would  pro- 
vide the  biggest  dollar  payoffs  to  the  Commonwealth  with  the 
minimum  of  available  staff  time; 

-  Established  liaison  with  the  Department  of  Public  Health 
(DPH)  for  notification  of  changes  in  licensure  affecting  re- 
imbursement ; 

-  Analyzed  impact  of  bankruptcy  proceedings  on  LTCF  rates; 

-  Studied  advisability  of  separate  payment  for  pharmacy 
consultants  as  opposed  to  that  cost  being  reflected  in  the 
dispensing  fee  associated  with  purchase  of  each  drug  item; 

-  Studied  cost  impact  of  Life  Safety  Code  requirements  on 
LTCF's.    The  results  of  this  study  were  incorporated  into 
amendments  to  the  LTCF  regulation,  lh  CHSR  201,  and  were  used 


by  the  DPH  in  its  regulations ; 


-  Engaged  in  considerable  work  in  the  area  of  audit  and 
analysis  of  construction  costs  for  application  in  the  Rate 
Setting  Commission  LTCF  regulation  and  for  use  by  the  DPH 
in  its  determination  of  need  process; 

-  Established  an  architectural  review  process  of  all  nev 
construction  by  vhich  non-reimbursable    excess  costs  over 
minimum  DPH  requirements  could  be  ascertained; 

-  Worked  with  legal  staff  in  drafting  major  provisions  of 
the  LTCF  regulation,  ih  CHSR  201,  particularly  the  provision 
precluding  any  increase  in  the  basis  of  assets  due  to  changes 
in  ownership. 

Hospital  Reimbursement  -  The  APU  was  also  quite  active  in  the  area  of 
hospital  reimbursement.     Some  of  the  APU's  activities  in  this  area  in- 
cluded: 

-  Examination  of  costs  of  chronic  hospitals  for  conversion 
to  skilled  nursing  facilities  or  for  possible  closing  down; 

-  Implementation  of  certain  long  term  care  facilities 1  audit 
procedures  into  the  chronic  hospital  audit  program,  resulting 

in  savings  to  the  Commonwealth  through  the  elimination  of  certain 
excesses; 

-  Study  of  malpractice  question  as  related  to  hospital 
reimbursement ; 

-  Vork  on  fiscal  year  1977  budget  projections  for  the 
Department  of  Public  Welfare  for  Medicaid  expenditures; 

-  In  conjunction  with  the  Bureau  of  Planning  and  Analysis, 
development  of  financial  feasibility  criteria  and  forms  to  be 
used  by  the  Department  of  Public  Health  and  the  planning 
agencies  in  reviewing  determination  of  need  applications. 

In  addition  to  its  activities  directly  related  to  reimbursement,  the  APU 
represented  the  Commission  at  several  state  and  federally  sponsored  meetings 
and  task  forces.    Some  of  these  include: 

-  Long  Term  Care  Providers'  Task  Force,  studying  life 
safety,  laundry,  personal  needs  money,  and  other  issues  of 
concern  to  state  purchasing  and  regulatory  agencies  and  pro- 
viders of  long  term  care  services; 

-  Sanctions  Task  Force,  coordinating  activities  of  policing, 


regulatory,  and  purchasing  state  agencies  in  developing  and 
implementing  policies  for  the  protection  and  recovery  of  state 
funds ; 

-  Federal  Single  Cost  Report  and  Single  Audit  Task  Force, 
studying  the  impact  of  the  single  cost  report  on  the  data 
needs  of  various  third  party  reimbursers  and  the  possibility 
of  a  single  field  audit. 
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(4)  SUPPORT  GROUPS 

(c)     Legal  Department 

General  Counsel:     Peter  R.  Leone,  Lsq . 

The  two  primary  roles  of  the  Legal  Department  are  to  act  in  an  advisory 
capacity  to  the  Commission  with  regard  to  its  legal  and  statutory  responsibilities 
and  to  represent  the  position  of  the  Commission  at  adjudicatory  hearings  on  rates 
of  payment.     The  department  also  reviews  and  advises  the  Commission  on  all  pro- 
posed regulations  and  on  all  contracts  between  Blue  Cross  of  Massachusetts,  Inc. 
and  various  health  care  providers.     Counsel  is  also  liaison  between  the  Commission 
and  the  Department  of  the  Attorney  General  on  all  pending  litigation  before  the 
state  and  federal  courts  in  which  the  Commission  is  named  as  a  party. 

Regulations  &  Legislation 

The  Legal  Department  drafted  several  new  sets  of  regulations  including 
the  regulations  implementing  the  new  Hospital  Charge  Control  Law  (c.  424). 
Tnese  regulations  specified  a  system  of  review  and  approval  of  hospital  charges. 
The  staff  also  drafted  regulations  governing  rates  of  payment  for  social,  re- 
habilitation or  educational  services  and  accommodations.     In  addition,  the  staff 
drafted  revisions  to  existing  regulations  and  changed  the  format  of  all  regula- 
tions in  order  to  correspond  to  the  form  of  the  Code  of  Human  Service  Regulations. 

One  new  provision  of  the  Long  Term  Care  Facilities  Regulation  has  at- 
tracted considerable  interest  on  the  part  of  the  public  and  providers.  The 
staff  drafted  an  innovative  provision  which  limited  the  allowable  basis  for 
fixed  assets  in  long  term  care  facilities.     If  the  facility  changed  ownership 
after  July  1,  1976,  the  recognized  basis  for  reimbursement  purposes  would  re- 
main the  basis  utilized  by  the  previous  owner  or  the  acquisition  cost,  which- 
ever amount  was  lower.     In  addition,  the  basis  would  be  reduced  by  the  amount 
of  actual  depreciation  allowed  to  the  previous  owner,  and  the  depreciation  for 
fixed  assets  would  be  limited  to  the  remaining  useful  life  allowed  for  these 
assets . 

This  provision  has  already  been  challenged  in  Superior  Court  by  a 
vendor  and  potential  purchaser  of  a  long  term  care  facility.     The  Department 
of  the  Attorney  General's  Office  successfully  resisted  a  temporary  restraining 
order  which  would  have  suspended  the  operation  of  this  provision. 

The  legal  staff  also  drafted  a  number  of  bills  as  part  of  the  agency's 
legislative  package  for  the  past  year.     In  addition  to  work  on  the  charge  con- 
trol legislation,  the  staff  recommended  and  drafted  a  provision  which  would 
eliminate  appeals  under  G.L.  c.  6A,  s.36  from  interim  rates  of  payment. 

Hearings 

During  the  year,  there  were  approximately  800  nursing  home  and  rest 
home  appeals  pending  before  the  Division  of  Hearing  Officers.  Approximately 
175  appeals  resulted  in  dismissals  and  525  resulted  in  hearing.     There  were 
also  four  (4)  school  hearings  and  approximately  15  hospital  hearings. 


Issues  of  particular  significance  were  raised  in  the  appeals  of  Beth 
Israel  and  Brookline  Hospitals.     In  the  Beth  Israel  case,  the  appellant  alleged 
the  invalidity  of  Che  hospital  inpatient  prospective  rate  of  payment  methodology 
(discussed  in  Part  II-A  of  this  report).     [In  the  Beth  Israel  Hospital,  the 
Division  of  Hearing  Officers  ruled  in  favor  of  the  Commission's  prospective  re- 
imbursement metaodology  as  applied  to  various  claims  of  the  hospital.] 

In  the  Brookline  Hospital  appeal,   the  Division  of  Hearing  Officers  up- 
held tae  Commission's  application  of  the  available  bed  days  provision  of  the 
prospective  metnodology  (as  contained  in  Regulation  Z/74-26),  which  requires 
use  of  licensed  bed  days  unless  patient  inequity  is  shown  by  the  provider. 
Brookline  Hospital  had  idled  25  beds,  but  retained  licensure  of  the  same.  It 
sought  a  rate  assuming  that  the  idled  beds  were  in  use,  an  assumption  which, 
if  accepted,  would  result  in  a  state  subsidy  of  the  unused  facilities. 

Litigation 

During  this  fiscal  year,  the  Legal  Department,  in  cooperation  with  the 
Attorney  General's  Office,  defended  the  Commission  in  several  significant  cases. 
In  Commonwealth  Nursing  Home  v.  Rate  Setting  Commission,  the  Judicial  Court 
upheld  the  Rate  Setting  Commission's  interpretation  of  St.  1969,  c.  800,  s.  6, 
the  statute  which  froze  the  1969  fee  scnedules  for  publicly-aided  patients 
until  June  30,  1970. 

Tne  Commission  consistently  contended  that  the  January  1,  1969  rate 
or  the  "interim  rate"  was  the  rate  frozen  by  the  legislative  act  in  the  case 
of  extended  care  and  skilled  nursing  facilities.     The  petitioner  contended 
that  the  rate  frozen  by  c.  800  was  the  1969  "final  rate".    As  a  result  of  the 
court's  holding,  the  state  was  protected  from  a  potential  liability  of  at 
least  $100,000  in  back  settlements  and  additional  administrative  expense 
of  many  new  individual  appeals  and  litigation. 

Another  case  posing  important  operational  issues  for  the  Commission 
was  Massachusetts  General  Hospital  v.  Weiner,  et  al.     The  Superior  Court  ruled 
in  favor  of  tne  Commission  after  a  trial  in  which  the  major  issue  was  whether 
an  Information  Bulletin  published  by  the  Commission  was  in  fact  a  hospital 
inpatient  prospective  rate  regulation  regarding  rate  adjustment  for  substan- 
tial program  changes  not  requiring  a  determination  of  need  from  the  Depart- 
ment of  Public  Health.     Tne  court  found  the  Bulletin  was  not  a  regulation 
during  the  time  at  issue  and  that  the  Commission  was  under  no  obligation  to 
give  notice  or  have  a  hearing  before  issuing  the  Bulletin.    The  court  further 
found  that  the  Bulletin  was  within  the  authority  of  the  Commission. 

A  third  case  of  note  was  Muriel  Finn,  et  al,  d/b/a  Stonehedge  Nursing 
Home  v.  Weiner,  et  al.     In  these  four  cases,  the  Superior  Court  granted  summary 
judgment  in  favor  of  the  Commission.     The  Commission  successfully  maintained 
that  once  the  basis  of  a  nursing  home  asset  is  established  by  reference  to  a 
per  bed  maximum  acquisition  cost  schedule  [as  provided  in  Regulation  71-4, 
s.  8(b)],  an  owner's  basis  does  not  increase.     In  addition,  the  Commission 
maintained  that  reimbursement  for  interest  expense  has  an  implicit  limit  which 
is  determined  by  reference  to  the  per  bed  maximum  acquisition  cost. 
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Other  ongoing  litigation  of  significance  includes  cases  of  Medi-Cab 
of  Bay  State  v.  Weiner,  et  al.     (A  Superior  Court  case  involving  the  proper 
classification  of  ambulance  services  and  the  reasonableness  of  the  rate 
established  for  this  ambulance  service) ;     Glenside  Nursing  Home,  Inc.  v. 
Weiner,  et  al.     (A  Superior  Court  action  involving  the  issue  of  whether  funds 
deposited  in  saving  accounts  in  the  name  of  two  private  individuals  should  be 
considered  in  the  equity  position  of  the  corporate  facility);     Quincy  Adams 
Nursing  Home  Corp.  v.  Weiner,  et  al.     (Superior  Court  action  in  which  the 
plaintiff  challenged  the  Commission  limitation  of  reimbursement  for  interest 
expense  incurred  by  the  facility  to  the  average  of  10  1/2  per  cent  of  simple 
annual  interest  on  all  outstanding  loans,  weighted  by  the  dollar  amount  of 
funds  borrowed) ;     Buchanan  Nursing  Home,  Inc.  v.  Weiner,  et  al.  (Superior 
Court  action  involving  several  issues  including  the  allowable  amount  of  equity 
capital,  loans  due  to  officers,  and  certain  interest  and  depreciation  expenses); 
and  David  F.  Gouveia,  et  al  v.  Michael  S.  Dukakis,  et  al.     (U.S.  District  Court 
class  action  by  the  Massachusetts  Medical  Society  seeking  to  invalidate  the 
30  per  cent  reduction  in  payments  mandated  by  section  25G  of  Chapter  684  of  the 
Acts  of  1975,  on  the  grounds  that  the  reduction  violated  due  process  and  equal 
protection) . 

(d)    Bureau  of  Administrative  Services 

Director:    Joseph  Z.  Steinberg 

The  Bureau  of  Administrative  Services  works  to  ensure  the  smooth  in- 
ternal operation  of  the  Commission.     It  coordinates  the  use  of  Commission 
facilities,  files,  supplies,  and  office  machinery , and  clerical  personnel.  It 
is  responsible  for  advising  the  Commission  on  budget,  personnel,  and  matters 
relating  to  work  environment.     It  is  also  responsible  for  the  gathering  of 
data  for  writing  reports  as  required  by  the  Governor,  the  Executive  Office  of 
Human  Services,  the  Executive  Office  for  Administration  and  Finance,  and  the 
General  Court. 

During  fiscal  1976,  this  bureau  was  responsible  for  handling  Commission 
participation  in  such  federal  employee  programs  as  CETA.     It  also  coordinated 
Commission  activity  with  respect  to  its  Advisory  Council,  collective  bargaining, 
Governor's  Management  Task  Force  Survey,  and  participation  in  the  United  Way 
Drive . 

The  bureau  also  serves  as  public  information  liaison  for  the  Commission, 
making  Commission  records  available  for  public  use  and  answering  inquiries  of 
the  news  media.    An  in-house  library  and  a  clipping  service  is  maintained  by 
the  bureau  to  keep  Commissioners  and  staff  current  on  pertinent  activities  and 
information. 

Finally,  the  bureau  is  responsible  for  administering  two  internal  Com- 
mission regulations.     One  requires  the  Commissioners  and  staff  to  report  outside 
compensation  on  a  quarterly  basis.     The  other  requires  the  Commissioners  and  staff 
to  report  all  contacts  with  providers.    Both  regulations  are  to  provide  assurance 
to  the  public  that  the  Commission  conducts  its  affairs  free  of  potential  conflict. 


(5)     Staff  Generally  -  Through  the  continual  asseraDling  of  audit  data, 
statistics,  and  current  reports,  the  bureaus  and  support  groups  assist  tne 
Commissioners  to  remain  abreast  so  as  to  be  able  to  continually  update  and 
revise  Commission  rules  and  regulations.     The  bureaus  are  staffed  with  auditors, 
accountants,  and  clerical  help  and  have  the  services  of  the  Bureau  of  Planning 
and  Analysis,   the  Accounting  Policy  Unit,  the  Legal  Department,  and  the  Bureau 
of  Administrative  Services  available  to  them. 

Tae  Commission  also  has  available  to  it,  by  virtue  of  an  annual  agreement 
with  Blue  Cross  of  Massachusetts ,  Inc.,  authorized  by  G.L.  c.  176A,  s.  5  the 
services  of  additional  auditors,  accountants,  research  analysts,  and  clerical 
personnel.     The  services  of  these  personnel  are  used  in  connection  with  reim- 
bursement under  Blue  Cross  agreements,  although  the  information  they  develop 
may  also  be  useful  in  performing  other  responsibilities  of  the  bureaus. 

A  list  of  all  Commission  staff  as  of  June  30,  1976  is  included  in  this 
Report  as  Appendix  E. 


I.     MANAGEMENT  OF  COMMISSION  AFFAIRS 


l .     ADVISORY  COUNCIL 

(1)     Council  Structure  -  Under  the  terms  of  G.L.  c.  6A,  s.  34,  the  Commission 
is  to  appoint  an  Advisory  Council  consistingoof : 

(a)    The  Chairman  of  the  Rate  Setting  Commission,  the  Secretaries  of 
the  Executive  Offices  of  Human  Services,  Elder  Affairs,  and  Administration  and 
Finance,  and  the  Commissioners  of  the  Departments  of  Public  Welfare,  Public 
Health,  and  Education,  or  their  respective  designees. 

During  fiscal  year  1976  they  were: 

Stephen  M.  Weiner,  Chairman  of  the  Rate  Setting  Commission 
*Lucy  W.  Benson,  Secretary  of  Human  Services 
designating  Charles  Stover 
Rose  Claffey,  Secretary  of  Elder  Affairs 

designating  Raymond  King 
John  Buckley,  Secretary  of  Administration  and  Finance 
designating  Jeremiah  Crowley 
*William  J.  Bicknell,  M.D.,  Commissioner  of  Public  Health 

designating  David  Rosenberg 
*Jerald  L.  Stevens,  Commissioner  of  Public  Welfare 
designating  Melvin  Scovell 
Gregory  Anrig,  Commissioner  of  Education 
designating  Terry  Bradford 


*  Later  in  fiscal  year  1976: 

Jerald  L.  Stevens,  Secretary  of  Human  Services 
Jonathan  E.  Fielding,  M.D.,  Commissioner  of  Public  Health 
Alexander  E.  Sharp,  II,  Commissioner  of  Public  Welfare 
designating  Peter  Bloomsburg 


(b)     Eight  members  appointed  by  the  Commission  who  are  to  be  providers 
or  representatives  of  provider  organizations  whose  rates  of  reimbursement  are 
determined  by  the  Commission.    No  one  provider  group  may  have  more  than  one 
representative  unless  each  provider  group  is  represented  on  the  Council.  Since 
the  Rate  Setting  Commission  sets  rates  for  more  than  eight  classes  of  providers, 
it  was  necessary  for  the  Commission  to  choose  which  provider  groups  are  to  be 
represented  on  the  Council  on  the  basis  of  state  dollars  spent  on  a  provider 
group  and  Commission  plans  for  changes  in  reimbursement  policies  or  methodolo- 
gies. 
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On  those  bases,  the  following  persons  were  appointed  in  staggered  terms,  as 

required  by  section  6  of  Chapter  1229  of  tiie  Acts  of  1973: 

Name  Provider  Group  Term 

Louis  Alfano  Physicians  one  year 

John  Cronin  Child  Care  three  years 

Kennetu  Davis  Day  Care  two  years 

Virginia  hamel  Neighborhood  Health  Centers  two  years 

George  McNeill  Long  Term  Care  Facilities  two  years 

Leonard  Permut  Pharmacists  one  year 

Lois  Shimmin  home  health  Agencies  one  year 

William  Williams  hospitals  three  years 


(c)     Light  members  appointed  by  the  Commission  who  are  to  be  non-providers 
who  Uave  demonstrated  experience  in  the  field  of  consumer  advocacy  and  who  have  no 
financial  interest  in  any  provider  of  services  whose  rates  of  reimbursement  are 
determined  by  the  Commission.     Of  these  eight  non-provider  members,  the  law  speci- 
fies tne  source  of  four:     two  are  to  be  selected  from  recommendations  made  by  state- 
wide labor  organizations,  with  one  of  tiie  two  selected  from  recommendations  made 
by  the  State  Labor  Council  AFL-CIO;  and  two  are  to  be  selected  from  recommendations 
made  by  statewide  organizations  representing  the  interests  of  the  elderly. 

During  fiscal  year  1976  they  were : 

Name  Organization  Term 

Josepn  Sullivan  State  Labor  Council  AFL-CIO  one  year 

Luke  Kramer  Teamsters  one  year 

John  Kennedy  National  Council  on  Aging  two  years 

Ruth  Robinson  Mass.  Association  of  Older  Americans  one  year 


Four  non-provider  members  at  large  w 
Name 

Francis  Bresnahan 
Marmetta  Hamilton 
William  Seretta 
Martha  Weinberg 

(d)     As  required  by  G.L.  c.  6A, 
Advisory  Council  elected  a  Caairman  for 
members.    Mr.  Luke  Kramer  was  so  elected 


re  also  appointed  as  follows: 

Term 

two  years 
three  years 
three  years 
two  years 

s.  34,  the  Rate  Setting  Commission 

.  term  of  one  year  from  its  non-provider 


-21- 


(e)     The  Rate  Setting  Commission  invited  the  heads  of  the  following 
state  agencies  affected  by  or  interested  in  Commission  policies  to  attend  (or 
send  designees)  Council  meetings  in  a  non-voting  capacity. 

During  fiscal  year  1976  the  following  agencies  designated: 


(2)  Council  Meetings  -  The  Council  is  required  by  law  to  meet  at  least 
three  times  a  year.  During  fiscal  1976,  the  zealous  Council  met  six  times. 
Minutes  of  those  meetings  are  on  file  with  the  Commission,  as  are  copies  of 
official  Council  correspondence. 

(3)  Operating  Procedures  -  During  fiscal  year  1976,  the  Council  wrote, 
adopted,  and  amended  its  official  operating  procedures.    They  are  on  file 
with  the  Commission. 


Name 


Agency 


John  Delaney 
Lawrence  Feeney 
Thomas  Monahan 
Michael  Weiss 
Paul  J.  Murphy,  M.D. 
Jacob  Getson 
John  York 

Christine  McLaughlin 
Peter  Tangalos 


Executive  Office  of  Consumer  Affairs 

Department  of  Youth  Services 

Department  of  Mental  Health 

Department  of  Correction 

Department  of  Veterans  Services 

Office  of  Comprehensive  Health  Planning 

Office  for  Children 

Commission  for  the  Blind 

Massachusetts  Rehabilitation  Commission 
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II.    REIMBURSEMENT  POLICIES  FOR  CLASSES  OF  PROSPERS 


The  Rote  Setting  CommL>>6<ion,  cu>  Kconganizcd 
-in  1974,  tt>  intojmally  i  tm.ctuAQ.d  tnto  buAcauu> 
that  conAupond  to  £tve  batic  claA6Qj>  ofa 
pnnvldcu  faon  which  the  Comm-ib&ion  t>ttA  hatoA : 

hospital*  and  clinia, 

.    long  tcnm  coaq.  ^acilitioj> 

commmtity  and  homo,  nealtii  OQQ.ncA.Qj> 

non-hibtitvJxonal  mo.dic.aJL  pmovtdoju, 

educational  and  social  &eAvlcet> 


Accordingly,  tie  analy-ini*  o&  Ketmbu/iAement 
policies  {jOK  Apecifiic  provide*.  cta&&£&  OA 
ncquAJied  faon.  ilvU  Report  by  law  axe 
explaJjxed  fan.  each  o^  tie  above  cIoa&qa  o& 
provide** . 


A.     HOSPITALS  AND  CLINICS 


(1)     Publicly-Aided  Reimbursement  -  The  Rate  Setting  Commission  annually 
sets  rates  of  reimbursement  to  hospitals  for  services  to  publicly-aided  per- 
sons for  inpatient  and  outpatient  services.     These  rates  are  established  ef- 
fective October  first  of  each  year  in  order  to  coincide  with  the  hospitals' 
fiscal  year,  and  are  used  by  such  agencies  as  the  Department  of  Public  Welfare 
and  the  Office  of  the  Commissioner  of  Veterans  Services. 

Rates  are  set  for  approximately  200  acute  and  chronic  Hospitals  that  may 
be  operated  by  profit  and  non-profit  organizations,  by  cities,  towns,  counties, 
boards,  authorities,  and  departments  of  the  Commonwealth. 

Inpatient  Rates 

Since  the  largest  group  of  public  assistance  patients  using  inpatient 
hospital  services  are  those  covered  by  the  Medicaid  program,  the  Commission 
must  comply  with  federal  law  and  regulations  in  developing  inpatient  hospital 
rates  for  publicly-aided  patients.     Federal  lav;  requires  that  such  rates  be 
based  on  "reasonable  costs"  incurred  by  the  hospitals  in  providing  those 
services . 

The  Department  of  Health,  Education  and  Welfare  has  generally  required 
states  to  use  the  Medicare  methodology  for  developing  inpatient  rates.  Medi- 
care effectively  guarantees  tnat  all  costs  incurred  by  the  hospital  will  be 
reimbursed.    Many  people  feel  that  the  use  of  this  type  of  "open-ended"  reim- 
bursement approach  has  contributed  significantly  to  the  inordinate  inflation 
in  hospital  costs  during  tne  last  decade. 

In  1972,  the  Congress  authorized  HEW  to  allow  states  to  develop  other 
reasonable  cost-based  methods  as  alternatives  to  that  used  by  Medicare.  The 
purpose  of  the  provision  was  to  encourage  methods  that  would  be  conducive  to 
encouraging  efficiency  and  controlling  hospital  costs. 

Only  turee  states  have  taken  advantage  of  this  flexibility:     New  York, 
Colorado  and  Massachusetts.    Massachusetts,  through  the  Rate  Setting  Commission, 
has  chosen  to  develop  a  system  which  does  not  equate  "reasonable  costs"  with 
what  the  hospital  actually  spent.     The  Commission  feels  that  "reasonable"  refers 
to  what  a  hospital  properly  should 'have  spent  and  that  a  reimbursement  method- 
ology sUould  contain  provisions  encouraging  hospitals  to  maintain  spending  at 
that  level  of  "reasonableness".     For  example,  under  the  Commission's  method- 
ology, the  rate  is  related  to  cost  increases  that  are  acceptable  and  to  proper 
levels  of  utilization. 

The  method  is  prospective  in  nature.     That  is,  the  rate  is  determined 
at  tne  beginning  of  the  hospital's  fiscal  year,  and  may  be  varied  only  for  very 
specific  reasons,  as  described  later.     If  tne  hospital  incurs  costs  in  excess 
of  the  rate,  there  is  no  final  reconciliation.     If  the  hospital  incurs  costs 
less  than  what  the  rate  would  reimburse,   the  hospital  may  keep  its  saving. 
Thus,  the  system  provides  incentives  for  efficiency  on  the  part  of  tne  hospitals. 
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A.  HOSPITALS  AND  CLINICS  [continued] 


The  prospective  rate  is  developed  from  the  hospitals'  historic  costs 
and  produces  a  per  diem  rate  (a  rate  for  each  day  of  inpatient  service)  which 
varies  from  hospital  to  hospital,  depending  on  the  individual  hospital's  cost 
experience,    hospital  costs  in  a  base  year  (two  years  prior  to  the  year  for 
which  the  rate  is  being  set)  as  reported  to  the  Commission  and  reviewed  by 
the  Commission  staff,  are  trended  forward  based  on  a  standard,  composite  infla- 
tion factor. 

The  assumption  made  in  the  use  of  the  historical  cost-based  prospective 
reimbursement  method,  which  is  critical  to  hospital  cost  control,  is  that  hospi- 
tals should  experience  inflation  common  to  that  in  the  economy  at  large,  rather 
than  some  unique  hospital-specific  rate  of  inflation. 

Another  assumption  made  is  that  the  Commonwealth  should  not  be  paying 
for  underutilized,  and  therefore  unnecessarily  expensive,  hospitals  facilities. 
A  hospital,  therefore,  may  be  penalized  by  a  reduction  in  its  publicly-aided 
rate  by  the  Commission  if  it  falls  below  a  certain  minimal  number  of  patient 
days  in  the  base  year.     This  is  known  as  an  occupancy  penalty,  and  has  as  its 
goal  the  elimination  of  underutilized  hospital  facilities  with  a  consequent 
reduction  in  cost  to  the  Commonwealth. 

Rates  set  for  hospitals  are  also  limited  by  calculation  of  charges  to 
the  general  public  for  a  day  of  hospital  care,  since  rates  paid  by  purchasing 
state  agencies  for  services  to  publicly-aided  individuals  may  not  exceed  those 
rates  paid  by  the  general  public. 

Although  the  rate  certified  is  prospective,  with  no  final  settlement 
at  tne  end  of  the  year,  the  Commission  may  adjust  the  certified  rate  to  include 
costs  incurred  as  a  condition  of  hospital  licensure,  as  a  result  of  a  project 
approved  by  tue  Department  of  Public  health  under  its  determination  of  need 
program,  as  a  result  of  severe  financial  hardship  to  the  hospital,  and  on 
other  similarly  limited  grounds. 

Inpatient  rates  for  new-born  care  are  calculated  at  one-third  of  the 
inpatient  rate. 

Outpatient  Rates 

Publicly-aided  outpatient  rates  are  expressed  as  a  percentage,  which 
is  the  relationship  between  the  total  outpatient  costs  and  total  outpatient 
revenues  (gross)  from  charges  during  the  base  year.    An  outpatient  rate  may 
not  exceed  100%  of  charges.    As  with  the  inpatient  rate,  there  is  no  final 
settlement  for  outpatient  services  rendered  to  publicly-aided  individuals. 

The  method  used  by  the  Commission  to  calculate  publicly-aided  rates 
of  reimbursement  is,  in  sum,  premised  upon  cost  control  objectives,  sensitive 
both  to  restraining  the  expenditures  of  the  Commonwealth  for  inpatient  and 
outpatient  hospital  care,  as  well  as  to  changes  in  the  general  economy  and 
hospitals'  ranges  of  services. 
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A.  HOSPITALS  AND  CLINICS  [continued] 

(2)  Charges  and  Rates  of  Reimbursemeut  for  Hospitals  Operated  By 
Departments  of  tue  Commonwealth,   Including  Soldiers'  Homes 

Annually,   tue  Commission  determines  both  rates  of  reimbursement  for  serv- 
ices for  publicly-aided  individuals  and  charges  to  the  general  public  for 
hospitals  owned  by  departments  of  the  Commonwealth,  including  the  Soldiers' 
Homes.     Unique  rates  and  cnarges  are  set  for  each  hospital.     The  rates  of 
reimbursement  for  services  rendered  publicly-aided  individuals  are  deter- 
mined in  the  manner  previously  described. 

The  Commission  also  establishes  the  charges  that  these  institutions  are 
to  make  to  the  general  public  (persons  who  pay  for  their  own  health  care 
services  or  who  have  commercial  health  insurance).     This  Commission  function 
is  quite  important  for  these  institutions,  because  Medicare  and  Blue  Cross, 
in  addition  to  Medicaid,  pay  the  lower  of  costs  or  charges.     Therefore,  the 
Commission  must  set  charges  equal  to  costs  or  the  Commonwealtn  will  lose 
revenue  that  otherwise  could  be  obtained  from  Blue  Cross  and  the  federally 
funded  Medicare  program.     As  in  the  methodology  for  publicly-aided  reimburse- 
ment, outpatient  rates  are  based  on  the  average  cost  of  an  outpatient  visit 
and  cover  all  the  services  rendered  furing  one  visit. 

(3)  Industrial  Accident  Rates  -  The  Rate  Setting  Commission  establishes 
rates  of  payment  to  hospitals  for  services  to  persons  who  are  eligible  under 
G.L.  c.  152,  the  Workmen's  Compensation  Act.  These  rates  are  effective  as  of 
January  1  of  each  year. 

Inpatient  Rates  of  Payment  -  A  per  diem  inpatient  rate  is  established 
for  each  hospital.     This  rate  is  the  sum    of:     the  hospital's  average  weighted 
semi-private  room  and  board  charge  to  the  general  public  that  is  in  effect  or 
to  be  in  effect  on  January  1  of  the  rate  year,  plus,  the  hospital's  average 
per  diem  special  services  (i.e.,  laboratories,  x-rays)  charges  reported  for 
the  hospital's  most  recent  fiscal  year  for  which  a  cost  report  has  been  filed. 
An  appropriate  adjustment  to  tue  rate  is  made  for  patients  who  require  more 
expensive  intensive  care  services. 

Outpatient  Rates  of  Payment  -  The  rate  of  reimbursement  for  outpatient 
services  is  computed  as  a  percentage  of  charges,  not  to  exceed  100%.  This 
percentage  of  charges  is  the  ratio  of  total  outpatient  costs  to  total  out- 
patient charges  as  reported  by  the  hospital  for  the  hospital's  most  recent 
fiscal  year  for  which  a  cost  report  has  been  filed  with  the  Commission. 


-26- 


B.     LONG  TERM  CARE  FACILITIES 

(1)     Reimbursement  System  in  General  -  During  fiscal  year  1976,  the  basic 
rate  setting  methodology  was  not  changed  from  prior  years.     It  is  retrospec- 
tive in  that  the  Commission  establishes  an  individual  interim  per  diem  rate 
for  each  facility  based  on  its  historical  costs  projected  forward,  which  is 
later  superceded  by  a  final  rate  based  on  actual  costs  incurred  that  year, 
usually  after  audit.    The  interim  rate  is  paid  on  a  current  basis  by  the  pur- 
chasing state  agency.     After  the  final  rate  is  certified  by  the  Commission,  a 
final  settlement  is  made  between  the  purchasing  state  agency  and  the  facility. 

The  interim  rate  effective  July  1,  1975  was  based  on  the  1974  unaudited 
cost  reports  with  an  application  of  a  9%  cost  adjustment  factor. 

In  a  new  internal  procedure,  the  latest  field  audit  information  available 
was  used  as  an  additional  resource  with  the  1974  cost  reports  in  the  develop- 
ment of  the  1975  interim  rates.     The  result  is  a  more  precise  rate  that  should 
produce  fewer  appeals. 

The  assumption  here  is  that  the  interim  rate,  while  not  representing 
actual  costs,  will  closely  approximate  the  costs  that  the  facility  should 
incur,  so  that  the  final  rate  established  by  the  Commission  after  cost 
reports  are  filed  with  the  Commission  and  the  facilities  are  audited  will 
be  very  much  in  line  with  the  interim  rates.    This  reduces  unnecessary  cash 
expenditures  by  the  Commonwealth  to  facilities  and  the  difficulty  faced  by 
tne  purchasing  agencies  in  recovering  overpayments,  which  are,  in  effect, 
interest-free  loans  to  the  facilities. 
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B.  LONG  TERM  CARE  FACILITIES  [continued] 
(2)     Reimbursement  Studies  -  Although  it  chose  to  retain  in  fiscal  year  1976 
tne  retrospective  system  of  reimbursement,   the  Commission  initiated  several  studies 
witn  regard  to  the  feasibility  of  the  use  of  multiple  rates  for  multi-level  facili- 
ties, flat  rates,  patient-oriented  rates  of  payment,  and  studies  to  compare  the 
advantages,  if  any,  of  these  systems  over  the  present  system  of  reimbursement  for 
services  provided  publicly-aided  individuals  by  nursing  homes  and  rest  homes. 
Studies  were  conducted  through  a  joint  effort  of  the  Bureaus  of  Long  Term  Care 
and  Planning  and  Analysis  and  the  Accounting  Policy  Unit  and  continued  into 
fiscal  year  1977 . 

(a)  multiple  rates  for  multi-level  facilities 

Under  this  reimbursement  methodology,  a  rate  would  be  computed  for 
each  level  of  care  in  each  facility.     The  facility  would  then  be  paid  by  the 
state  purchasing  agency  on  the  basis  of  the  number  of  patient  days  in  each  of 
the  levels. 

The  Departments  of  Public  health  and  Public  Welfare  indicated  that 
such  a  system  would  at  present  be  an  administrative  burden,  if  administratively 
feasible  at  all.     In  addition,  witn  the  Commission's  experience  in  fiscal  year 
1976  with  the  use  of  the  "dual  rate"   (discussed  later)   the  Commission  was  not 
confident  that  this  system  woula  produce  savings  that  would  justify  the  admin- 
istrative effort. 

(b)  flat  rates 

Two  approaches  to  flat  rates  were  studied  in  fiscal  year  1976. 
One  approach  is  to  compute  a  flat  rate  for  the  fixed  costs,  based  on  the  year 
of  construction  on  a  per  bed  basis. 

Another  approach  is  to  compute  an  individual  component  of  the  rate 
to  reflect  the  fixed  costs  of  each  facility.     To  that  component  would  be  added 
tne  following  flat  rate  components:     (a)     an  administration  and  policy  planning 
component  based  on  level  of  care  and  number  of  beds;     (b)     a  nursing  cost  com- 
ponent based  on  average  nursing  hours  per  level  of  care;  and     (c)     a  variable 
cost  component  by  level  of  care  for  other  costs  of  providing  care  like  food 
and  housekeeping.     The  flat  rate  components  for  nursing  costs  and  variable  costs 
would  be  the  product  of  the  following  computation: 

Total  dollars  budgeted  by  the  Commonwealth  for  long  term  care 
-  (determinable  fixed  costs)     and     (determinable  administrative  and  policy 

planning  costs) 

(budgeted  nursing  costs)  and  (budgeted  variable  costs) 

(c)  patient-oriented  rates 

Tne  Commission  worked  during  fiscal  year  1976  to  develop  a  rate 
setting  mechanism  which  relates  long  term  care  facility  patient  needs  and  charac- 
teristics.    In  this  context,   the  Commission  worked  with  the  Departments  of  Public 
Health  and  Public  Welfare  and  the  Office  of  State  Health  Planning  to  analyze  the 
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B.  LONG  TERM  CARE  FACILITIES  [continued] 

causes  of  existing  obstacles  to  movement  of  sicker  patients  into  LTCF's  and  of 
less  sick,  patients  out  of  LTCF's. 

Such  an  analysis  entails  a  number  of  elements  including  an  examination 
of  existing  long  term  care  contexts,  such  as  chronic  hospitals  and  home  settings 
and  an  understanding  of  proper  use  of  such  contexts.     A  major  component  of  the 
Commission's  strategy  is  the  incorporation  of  patient  assessment  measurement 
techniques  into  the  rate  setting  process.     Such  incorporation  involves  develop- 
ment of  an  acceptable  "objective"  measure  of  patient  needs  (e.g.,  a  disability 
index),  aggregation  of  measures  of  patient  needs  or  characteristics  in  a  par- 
ticular facility,  and  development  of  a  rate  which  assures  that  the  facility 
has  sufficient  funds  available  to  provide  the  care  needed  by  its  patients. 

This  aspect  of  the  Commission's  efforts  has  been  undertaken  in  close 
working  cooperation  with  the  Periodic  Medical  Review  staff  of  the  Department 
of  Public  healtn  and  Harvard  University's  Center  for  Community  Health  and 
Medical  Care  under  Dr.  Paul  M.  Densen 

Linking  patient  assessment  techniques  with  rate  setting  should  mean 
that  a  facility's  rate  would  rise  as  it  takes  in  "sicker"  patients;  e.g., 
from  hospital  settings,  and  that  its  rate  would  fall  as  it  retains  less  sick 
patients.     It  might  then  be  possible  to  establish  positive  financial  incentives 
related  to  a  facility's  willingness  to  take  hospital  patients  and  to  transfer 
patients  who  medically  no  longer  require  institutional  care.     Such  incentives 
should  serve  to  open  long  term  care  facility  beds  and  reduce  the  number  of 
administratively  necessary  days  experienced  in  hospitals. 

The  objective,  in  turn,  relates  to  a  basic  concern  of  the  Commission. 
The  Commission  sees  as  a  fundamental  healtn  delivery  problem  the  systemic 
rigidity  which  impedes  movement  of  patients  from  hospitals  to  long  terra  care 
facilities  to  home  or  community-based  settings.     This  rigidity  produces  an 
inappropriately  utilized,  and  therefore,  an  inefficient  and  unnecessarily 
expensive,  health  delivery  system.    To  resolve  this  problem  the  Commission 
feels  it  is  necessary  to  construct  a  long  term  care  facility  reimbursement 
system  containing  proper  incentives  to  encourage  such  facilities  to  take 
sicker  patients,  particularly  from  hospital  settings,  and  not  to  retain  such 
patients  with  the  facility  any  longer  than  the  patient's  needs  dictate.  The 
development  of  a  patient-oriented  rate  system  is  a  major  component  of  this 
effort. 


B.  LONG  TERM  CARE  FACILITIES  [ continued  1 

(3)     Cost  Control  Issues  -  Due  to  the  financial  status  of  the  Commonwealth 
and  to  requests  made  by  tne  administration  to  keep  costs  down  as  much  as  possi- 
ble, it  was  decided  by  the  Commission  to  continue  tne  present  cost  reimburse- 
ment formula  as  the  best  means  at  this  time  to  control  inflationary  health  care 
costs.     Therefore,  when  the  Commission  promulgated  Regulation  1A  CHSR  201,  ef- 
fective as  of  January  1,  1976,  it  included  the  following  cost-control  provisions. 

(a)  Ceilings  -  Nursing  Homes 

The  development  of  individual  facility  rates  requires  the  Com- 
mission to  determine  the  reasonableness  of  the  costs  incurred  by  each  facility. 
In  order  to  judge  reasonableness,   the  reimbursement  method  has  evolved  a  series 
of  limitations  on  costs  reflecting  norms  of  appropriate  cost  behavior. 

Tnus ,  for  example,   the  regulation  establishes  ceilings  on  nursing 
and  other  variable  costs,  on  depreciation  and  interest,  on  administrative  ex- 
penses, and  on  motor  vehicle  expenses.     The  ceilings  are  intended  to  produce 
a  balance  between  recognizing  costs  appropriate  to  tne  provision  of  quality 
patient  care  and  avoiding  excessive  expenditures  that  perhaps  have  no  affect 
on  patient  care. 

The  ceilings  on  nursing  and  other  variable  costs  are  related  to 
the  level  of  care  provided  by  the  facility.     The  level  is  determined  by  the 
Department  of  Public  Health.     Relating  limitations  to  levels  allows  the  rate 
to  reflect  in. an  appropriate  manner  the  differences  in  intensity  of  services 
provided  at  different  levels  of  care. 

The  current  regulation  contains  features  intended  to  provide 
flexibility,  promote  efficiency,  and  assure  that  patients  are  properly  placed 
and  care  for.     One  allows  for  waiving  of  limitations,  particularly  on  nursing 
and  variable  costs,  if  the  provider  agrees  with  the  Department  of  Public  Welfare 
to  accept  patients  designated  by  the  department.     This  provision  recognizes  that 
(a)     a  number  of  publicly-aided  patients  are  in  hospitals  and  should  be  moved 
to  lower-cost  nursing  homes,  and     (b)     these  patients  may  have  such  a  high 
level  of  need  that  existing  facility  rates  could  not  support  provision  to  them 
of  the  proper  level  of  care.     The  provision  permits  a  rate  adjustment  to  ac- 
commodate patient  needs  in  the  described  circumstances. 

(b)  Ceilings  -  Rest  Homes 

Although  the  Commonwealth  does  not  pay  for  Level  IV  (or  rest  none) 
care  under  the  State  Medicaid  Plan,  it  does  make  up  the  difference  left  after 
SSI  payments  have  been  made  on  behalf  of  publicly-aided  persons.  Therefore, 
rates  of  payment  are  established  for  this  level  of  care  and  are  used  by  pur- 
chasing agencies  such  as  Veterans  Services  for  publicly-aided  individuals. 
The  Commission  established  for  this  level  of  care  a  maximum  rate  of  $14.00  a 
day.     however,  rest  iiomes  are  also  treated  individually,  are  required  to  file 
cost  reports  with  tne  Commission,  and  are  subject  to  audit.     Therefore,  while 
there  may  be  a  maximum  rate  for  this  level  of  care,  there  is  no  minimum  rate 
and  the  rest  homes  are  reimbursed  through  individually  determined  rates  that 
may  be  below  $14.00  per  diem. 
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(c)  Dual  Rates 

There  are  about  25  long  term  care  facilities  that  provide  both  nursing 
and  resident  (Level  IV)  care.     Under  Regulation  14  CUSR  201,  in  fiscal  year 
1976,  the  Rate  Setting  Commission  for  the  first  time  gave  such  facilities  two 
interim  rates.     One  rate  was  computed  for  Levels  I  /II  and  III  care  with  a 
nursing  care  component.     Another  rate  was  computed  without  the  nursing  care 
component  for  Level  IV  care,  not  to  exceed  $14.00  per  patient  per  day.  The 
facility  was  paid  on  the  basis  of  the  number  of  patient  days  in  both  divisions 
at  the  appropriate  rate. 

(d)  Changes  in  Level  of  Care 

The  Long  Term  Care  Information  System  (LTCIS)  maintained  by  the  De- 
partment of  Public  health  produces  for  the  Commission  information  with  respect 
to  changes  in  the  level  of  care  by  a  long  term  care  facility. 

As  was  stated  earlier,  the  Commission's  regulation  establishes  a 
variety  of  cost  ceilings,  the  amount  of  some  of  which  depends  on  the  level 
of  care  provided  by  the  facility.     If  a  facility's  interim  rate  is  based 
on  its  classification  as  a  Level  I/II,  and  during  the  rate  year  it  becomes 
a  Level  III,  unless  the  interim  rate  is  reduced,  it  will  almost  inevitably 
be  higher  than  a  final  rate  calculated  for  a  Level  III  facility.    The  result 
will  be  overpayment.    The  same  applies  if  a  unit  within  the  facility  is  re- 
duced in  level. 

In  the  past,  the  Commission  did  not  know  of  reductions  in  level  until 
after  the  close  of  the  rate  year  when  a  field  audit  was  conducted.  Through 
the  LTCIS,  the  Commission  can  make  immediate  rate  adjustments  based  on  changes 
in  licensure. 

As  LTCF  cost  reports  are  received,  they  are  reviewed  by  Commission 
staff  and  then  immediately  key-punched  and  entered  on  to  the  LTCIS  data  blank. 
As  a  result,  the  Commission  has  been  able  to  establish  greater  control  and 
security  with  respect  to  the  basic  documents  from  which  rates  are  developed. 

It  is  envisioned  that  the  Long  Term  Care  Information  System  will  also 
enable  the  Commission  to  develop  more  appropriate  tests  of  reasonableness,  and 
to  monitor  patterns  of  cost  behavior  among  the  long  term  care  facilities  with 
greater  accuracy. 

(e)  Occupancy  Provisions 

As  in  the  methodology  for  hospitals  and  clinics,  the  long  term  care 
facilities  regulation  requires  the  nome  to  maintain  a  given  level  of  occupancy 
(currently  95%)  or  else  it  will  have  its  rate  reduced.    Not  only  is  this  oc- 
cupancy penalty  useful  in  ensuring  that  the  Commonwealth  will  not  be  paying 
the  extra  expense  of  under-utilization  of  facilities,  but  the  occupancy  factor 
is  useful  in  the  effort  to  encourage  the  facilities  to  accept  publicly-aided 
individuals  to  avoid  the  penalty,  rather  than  waiting  to  find  privately-paying 
individuals  who  will  pay  more.     The  occupancy  penalty,  therefore,  acts  as  an 
incentive  for  accepting  publicly-aided  individuals,  who  make  up  roughly  85%  of 
nursing  home  residents,  and  for  whom  the  Commonwealth  and  hospitals  have  tradi- 
tionally had  trouble  placing  more  appropriately  (at  less  cost  to  the  Common- 
wealth) in  nursing  homes. 


B .  LONG  TERM  CARE  FACILITIES  [continued] 


(f)     Depreciation  and  Interest  Reimbursement 

One  of  tne  most  publicly  discussed  areas  of  potential  abuse  in  the 
long  term  care  facilities  industry  relates  to  capital  transactions  and  asso- 
ciated depreciation  and  interest  reimbursements:  changes  in  ownership,  new 
construction,  financing  and  refinancing  arrangements. 

Cnanges  in  Ownership  -  In  the  past,  a  change  of  ownership  of  a  long 
term  care  facility  would  produce  a  high  basis  for  depreciation  purposes,  as 
well  as  a  higher  base  for  measuring  allowable  mortgage  interest.     Rate  in- 
creases would  occur,  often  between  $1  and  $3  per  patient  day  merely  because 
of  the  change  in  ownership. 

The  situation  was  of  concern  to  the  Commission  for  two  reasons: 
(a)     instituting  the  higher  depreciation  basis  had  the  practical  potential 
effect  of  having  the  Commonwealth  pay  more  than  once  for  the  same  facility 
througii  depreciation  reimbursement;  and     (b)  the  rate  increase  has  no  logical 
or -necessary  relationsnip  to  any  improvement  inpatient  care,  is  because  of 
tne  treatment  of  changes  of  ownership  for  reimbursement  purposes,  and  obliges 
the  Commonwealth  to  pay  more  money  witnout  benefiting  patient  care. 

During  fiscal  year  1976,  the  Commission  announced  -  new  rules  for  changes 
in  ownership  which  addressed  the  two  concerns  even  more  frontally.  Effective 
July  1,  1976  no  change  of  ownersnip  could  produce  an  increase  in  the  facility's 
basis  for  depreciation  and  interest.     That  is,  the  Commonwealth  would  continue 
reimbursing  the  home  as  if  there  had  been  no  change  of  ownership  (unless  the 
purchase  price  was  lower  than  the  seller's  depreciation  basis).     There  would 
be  no  rate  increase  solely  because  of  the  change;  nor  would  the  facility  be 
paid  for  depreciation  more  than  once. 

Because  of  tne  radical  nature  of  this  change,   the  Commission  announced 
the  rule  in  February  1976  and  allowed  providers  to  transfer  ownership,  subject 
to  certain  specified  conditions,  up  through  June  30,  1976,  and  receive  the  bene- 
fit of  a  "stepped-up  basis."    All  transfers  had  to  be  reviewed  by  the  Commission 
first  to  assure  their  bona  fides  before  increased  reimbursement  would  be  per- 
mitted.    A  number  of  petitions  for  such  approval  were  rejected  by  the  Commission. 

The  Commission  had  made  a  number  of  prior  attempts  to  preclude  manipu- 
lation of  purchase  prices  as  a  means  of  increasing  rates.     In  1969  a  depreciation 
schedule  was  introduced  which  established  maximums  for  depreciation  reimburse- 
ment, as  well  as  for  mortgage  interest  and  equity.     When  a  change  of  ownership 
occurred,  the  new  owner  would  be  reimbursed  for  depreciation  on  the  basis  of 
the  lower  of  acquisition  price  or  the  schedule  amount,  and  no  mortgage  interest 
would  be  allowed  of  the  principal  to  which  it  related  exceeded  the  amount  on 
which  depreciation  was  calculated.     That  is,  if  depreciation  were  held  to  a 
basis  of  $1,000  per  bed,  interest  would  be  reimbursed  only  on  an  amount  of 
principal  equal  to  $1,000  per  bed  also  (plus  tiie  value  of  the  land)  . 
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In  1974  the  Commission  further  restricted  depreciation  and  interest 
reimbursement  tnrough  use  of  a  "depreciation  recapture"  provision.     For  changes 
in  ownership  occurring  after  January  1,  1974,  depreciation  was  based  on  the 
lower  of     (a)     acquisition  price  or     (b)     the  schedule  amount  reduced  by  the 
value  of  depreciation  already  reimbursed  to  prior  owners.     That  is,  if  depre- 
ciation was  already  paid,  on  behalf  of  a  facility,  it  would  not  be  paid  a 
second  time. 

Most  of  the  Commission's  initiatives  as  described  in  this  section  are 
prospective  in  impact.     They  should  serve  to  mitigate  and  eventually  eliminate 
various  causes  by  which  LTCF  rates  have  been  inappropriately  increased  in  the 
past.     However,  their  actual  impact  on  past  events  is  minimal. 

For  example,  if  the  Commission  allowed  a  stepped-up  basis  in  assets 
in  1969  inappropriately,  the  higher  value  of  the  assets  is  currently  being 
carried  on  the  Commission  records  and  is  used  in  current  rate  calculations. 
Because  of  the  potentially  large  amount  of  overpayments  that  may  have  been 
incorporated  into  rates  by  past  practices,  the  Commission  is  beginning  a 
systematic  review  of  cost  reports  and  work  papers  currently  on  file  from 
prior  years. 

The  purpose  of  such  a  review  would  be  two-fold:     to  determine 
whether  in  fact  the  Commission's  regulations,  including  its  various  ceilings 
and  limitations,  had  been  appropriately  applied  in  all  instances;  and  more 
specifically,  to  examine  change  of  ownership  situations  to  determine  whether 
the  Commission  has  sufficient  facts  to  approve  a  stepped-up  basis  in  assets. 

First  priority  is  a  review  of  records  relating  to  those  facilities 
which  have  changed  ownership  since  1969,  the  first  year  in  which  the  Commission 
began  allowing  for  depreciation  and  interest  on  a  cost  reimbursement  basis. 
Second  priority  is  a  review  of  the  records  relating  to  the  multi-facility 
chains . 

As  past  errors  are  discovered  in  the  application  of  regulations  and 
policies,  the  Commission  will  either  directly  recalculate  and  certify  a  new 
rate  or  handle  adjustments  as  part  of  the  appeals  process  where  appeals  are 
still  pending. 

Financing  and  Refinancing  -  Even  where  changes  of  ownership  are  not 
involved,  facilities  will  obtain  financing  and  seek  reimbursement  of  interest. 
The  Commission  has  generally  applied  an  overall  ceiling  on  reimbursable  interest, 
in  addition  to  the  limitation  related  to  the  depreciation  basis. 

Currently,  reimbursable  interest  may  not  exceed  11%  of  all  outstanding 
loans,  weighted  by  the  dollar  amount  of  such  loans,  and  reimbursable  interest 
on  any  one  loan  may  not  exceed  18%.     Tne  11%  limitation  does  not  mean  that  all 
loans  must  be  at  an  11%  rate.     For  example,  a  facility  may  have  a  first  mort- 
gage of  $1,000,000  at  10%  interest  and  a  second  mortgage  of  $100,000  at  20%. 
Total  interest  is  $120,000.    Were  it  not  for  the  18%  limitation  on  any  one 
loan,  the  full  amount  of  interest  would  be  reimbursable  because  $120,000  is 
less  than  11%  of  $1,100,000  (=$121,000). 
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Even  with  this  type  of  limitation,  however,   the  Commission  has  had 
no  effective  way  in  the  past  of  dealing  with  the  fact  that  providers  would 
obtain  financing  within  tne  allowable  limits  and  use  the  funds  for  external 
(non-patient  related)  purposes.     Based  on  an  APU  recommendation,  the  Com- 
mission adopted  a  policy,  effective  January  1,  1975,  whereby  if  the  books 
and  records  of  a  LTCF  indicate  that  tne  facility  has  a  loan  payable  on  which 
interest  expense  is  reimbursable,  and  at  the  same  time  the  books  and  records 
indicate  that  tiie  facility  has  made  loans  to  any  of  its  officers  or  owners, 
the  Commission  will  impute  interest  on  the  loans  to  officers  or  owners  at 
the  nighest  rate  of  interest  being  paid  on  the  loans  payable,  and  will  reduce 
otherwise  reimbursable  interest  by  the  amount  of  that  imputed  interest.  The 
theory  applied  by  the  Commission  is  that  if  the  facility  has  sufficient  funds 
available  to  loan  out,  those  funds  should  be  applied  first  to  reduce  existing 
borrowings  on  which  interest  is  being  paid  by  the  facility  and  reimbursed  by 
the  Commonwealtn . 

The  Commission  is  now  considering  extending  this  principle  further 
and  imputing  interest  on  any  expenditure  made  by  the  facility  and  disallowed 
by  tne  Commission  as  unreasonable.     Again,   the  theory  is  that  those  excessive 
expenditures  could  have  been  applied  to  reduce  outstanding  obligations. 

For  example,  if  the  long  term  care  facility  chooses  to  pay  an  admin- 
istrator an  amount  greater  than  tne  administrative  allowances  established  by 
the  Commission  regulation,  the  excess  represents  funds  that  could  have  been 
used  instead  to  reduce  loans  payable.     The  Commonwealth  should  not  subsidize 
the  LTCF's  decision  to  apply  the  funds  to  different  purposes. 

New  Construction  -  Commission  regulations  currently  permit  depre- 
ciation to  be  based  on  reasonable  construction  costs  in  the  case  of  new 
facilities.     Examination  of  Commission  practices  in  the  past  indicated  that 
the  staff  had  generally  accepted  the  construction  costs  as  reported  by  tne 
facility.     This- practice  prevailed  even  in  the  case  of  turn-key  operations, 
whetner  or  not  the  licensee  and  the  builder  were  related  parties.     In  the 
case  of  turn-key  arrangements,   the  ultimate  owner  would  in  fact  ordinarily 
report  nis  purchase  price,  which  would  iiave  a  profit  margin  built  in  for 
the  builder. 

The  Commission  initiated  a  process  of  field  auditing  the  construc- 
tion books  and  records  of  the  new  facilities.     Where  there  is  a  turn-key 
arrangement,  the  ultimate  owner  must  secure  Commission  access  to  tne  builder's 
books  and  records  before  a  rate  will  be  estimated.     This  process  now  permits 
the  Commission  to  verify  tne  construction  costs  related  to  the  facility,  and 
to  determine  the  reasonableness  of  those  costs. 
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(4)    Administrative  Improvements  -  New  cost  reporting  forms  were  adopted  by 
the  Commission,  enabling  the  easy  transference  of  data  from  the  cost  reports  to 
the  Long  Term  Care  Information  System  maintained  by  the  Department  of  Public 
Health. 

The  cost  reports  were  also  given  a  boost  in  status  as  the  Commission 
adopted  Regulation  14  CHSR  201,  which  includes  provisions  requiring  the  truth- 
ful filling  out  of  the  cost  reports  and  a  legal  penalty  for  non-compliance. 

Audit  adjustments  to  cost  reports  were  codified  so  that  providers  could 
understand  the  adjustments  made  and  the  reason  they  were  made.     This  new  system 
should  produce  a  decrease  in  the  number  of  appeals  filed  by  providers  on  the 
basis  of  a  misunderstanding  of  an  audit  adjustment. 

In  the  same  vein,  a  double  entry  adjustment  system  was  initiated  in  fiscal 
year  1976,  which  provides  for  the  adjustments  to  both  expenses  and  equity  by 
a  series  of  debits  and  credits.    This  system  makes  clear  the  nature  of  the 
adjustments  being  made  and  assures  a  complete  follow  through  by  the  auditor 
making  the  adjustment. 
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This  class  is  made  up  of  a  diverse  group  of  health  care  providers,  all  of 
which  operate  as  organizations  whose  primary  objectives  include  the  delivery 
of  care  in  community  settings.    The  emphasis  for  services  provided  by  these 
agencies  is  on  ambulatory  and  home  health  care,  both  of  which  serve  as  alter- 
natives to  inpatient  hospital  or  nursing  home  services. 

Community  and  home  health  agencies  include  visiting  nurse  associations, 
homemaker  agencies,  neighborhood  health  centers,  health  maintenance  organiza- 
tions, detoxification  and  rehabilitation  programs,  family  planning,  abortion 
and  sterilization  services,  free  standing  mental  health  programs,  psychiatric 
day  treatment  programs,  adult  day  services,  outpatient  tuberculosis  clinics, 
independent  living  programs  providing  health  support  services  to  severely 
handicapped  persons,  and  medical  and  dental  services  provided  for  individuals 
enrolled  in  state  schools  by  the  Eunice  K.  Shriver  Center  for  Mental  Retarda- 
tion. 

As  might  be  expected,  the  organizations  delivering  community-based  care 
are  usually  far  less  complex,  both  fiscally  and  physically,  than  hospitals 
or  nursing  homes.     Often  tiiey  are  relatively  new  programs  that  were  developed 
and  nurtured  under  the  innovative  federal  funding  that  characterized  the 
federal  anti-poverty  programs  in  the  1960's,  shaping  the  health  care  priorities. 
Tnese  organizations  continue  to  be  funded  through  a  variety  of  sources,  including 
federal  and  local  grants,  third  party  reimbursements,  and  private  payments. 

The  primary  goal  of  the  Bureau  of  Community  and  Home  Health  Agencies  is  to 
develop  regulatory  mechanisms  which  support  the  development  of  community-based 
health  care  and  innovative  health  programs  while  emphasizing  the  need  for  fiscal 
responsibility.    The  variety  of  provider  types  representing  varying  degrees  of 
fiscal  skills,  management  expertise,  and  program  innovation  requires  flexible 
and  varying  approaches  to  reimbursement  policy. 

For  example,  some  neighborhood  health  centers  have  been  historically  tied 
to  substantial  categorical  funding  from  a  number  of  federal  agencies  interested 
in  promoting  comprehensive  health  care  in  medically-underserved  communities. 
Although  one  requirement  attached  to  such  funding  was  the  development  of  sound 
management  practices  and  fiscal  accountability,  the  reality  has  been  that  such 
skills  continue  to  require  refinement  in  a  number  of  cases. 

Similarly,  visiting  nurse  associations  and  their  boards  have  traditionally 
been  operating  with  scant  attention  to  rigorous  management  and  fiscal  accounta- 
bility, since  they  were  organized  under  various  funding  mechanisms  primarily 
to  deliver  free  care.     The  necessity  to  generate  revenues  through  reimbursement 
mechanisms  is  new  to  these  programs  and  the  accompanying  management  and  infor- 
mational requirements  of  the  Commission  are  understandably  problematic.  There- 
fore, reimbursement  policy  must  be  developed  in  this  context. 

There  are  many  models  for  reimbursement  policy  for  this  class  of  providers, 
each  having  been  developed  and  adapted  to  meet  the  specific  needs  of  tae  different 
providers  and  state  purchasing  agencies.     In  general,  however ,  the  rates  are 
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prospective  in  nature  in  that  tuey  ara  paid  for  the  period  ahead  and  are  con- 
sidered as  final  payments  for  services  rendered.     The  rates,  where  possible, 
are  based  on  historic  cost  data  with  an  adjustment  for  inflation  at  t.ie  dis- 
cretion of  the  Commission.     Where  historical  cost  data  is  not  available,  bud- 
geted information  is  used.     The  decision  to  use  a  cost-based  reimbursement 
method  or  a  flat  rate  reimbursement  method  for  eacn  service  group  in  the  class 
of  community  and  home  health  agencies  is  based  on  the  following  criteria: 
(1)     the  availability  of  costs  data;     (2)  a  judgment  of  the  management  skills 
of  providers  to  control  costs;  and     (3)   the  need  for  efficiency  incentives. 

Tae  flat,  or  class  rate,  is  so-called  because  it  is  a  single  rate  applied 
to  a  general  group  of  providers  regardless  of  their  individual  costs.     It  is 
usually  determined  by  averaging  the  costs  of  all  the  providers  within  the  gen- 
eral grouping.     The  rate  based  on  costs  is  established  on  an  individual  pro- 
vider basis  after  determining  the  allowable  costs  of  the  providers. 

Both  types  of  rates  are  unit-based,  so  that  the  total  costs  related  to 
the  provision  of  a  service  are  divided  by  the  total  units  of  service  in  a 
given  period,  in  order  to  determine  the  unit  costs  for  that  period.     The  unit  of 
service  may  be  an  encounter,  a  session,  or  a  day. 

The  groups  within  the  class  of  community  and  home  health  agencies  that  are 
reimbursed  through  the  flat  rate  methodology  include  neighborhood  health  centers, 
free-standing  mental  health  clinics,  mental  health  services  rendered  at  neighbor- 
hood health  centers,  outpatient  tuberculosis  clinics,  abortion  and  sterilization 
clinics,  adult  day  care  programs,  and  rehabilitation  clinics. 

The  groups  within  the  class  of  community  and  home  health  agencies  that  are 
reimbursed  through  the  cost-based  methodology  include  home  health  agencies  and 
healtn  support  services  for  severely  handicapped  persons  in  independent  living 
programs . 

During  fiscal  year  1976  the  Bureau  of  Community  and  Home  Health  Agencies  gave 
much  attention  to  the  cost  based  reimbursement  methodology  applied  to  home  health 
care  as  a  part  of  a  larger  state  effort  to  expand  the  use  of  home  health  care  as 
an  alternative  to  institutional  care. 

In  Massachusetts  there  are  over  150  visiting  nurse  agencies  (VNA's)  which 
are  certified  for  reimbursement  by  Titles  XIX  and  XX.    Among  these  agencies 
there  exists  a  wide  range  of  total  as  well  as  unit  costs  such  as  per  nursing 
visit  or  per  home  health  aide  hour  costs.     While  these  wide  variations  can,  in 
most  cases,  be  traced  to  known  factors  such  as  differences  in    a)  number  of 
visits  per  nurse;     b)  supervisor-nurse  ratios;  and    c)  salary  levels  for  equiva- 
lent personnel,  it  is  not  always  clear  that  such  differences  are  justified. 

The  Commission  developed  a  system  which  reimburses  each  agency  for  their 
individual  allowable  costs  ratner  than  paying  a  flat  or  average  rate.     At  the 
same  time,  there  is  control  over  the  amount  such  allowable  costs  can  increase 
from  year  to  year  through  the  imposition  of  maximum  inflation  percentages  on 
the  previous  year's  allowable  costs.     These  percentages  are  derived  from 
National  League  of  Nursing  nursing  salary  data  as  well  as  from  selected  con- 
sumer price  index  data.     In  calculating  the  rate  the  Commission  allows  for 
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projected  costs  by  applying  the  inflation  factor  for  two  years  to  the  unit 
costs  representing  the  agencies  most  recently  completed  fiscal  year.  Appli- 
cation of  the  inflation  factor  to  unit  costs  keeps  the  utilization  factor  con- 
stant from  year  to  year  within  each  agency.     The  rates  are  prospective  in  that 
tney  are  intended  to  reflect  and  reimburse  full  reasonable  costs  for  the  serv- 
ices provided  in  the  projected  period.     Finally,  the  rates  reflect  the  lower 
of  allowable  costs  or  charges. 

During  fiscal  year  1976  and  continuing  into  fiscal  year  1977,  the  bureau 
designed  a  project  to  determine  new  approaches  to  reimbursement  for  home  health 
agencies  that  would  empnasize  productivity  and  staffing  standards,  as  well  as 
patient  characteristics. 

As  a  part  of  the  Commission's  responsibility  for  approving  contracts  be- 
tween Blue  Cross  of  Massachusetts,  Inc.  and  participating  hospitals,  the  Bureau 
of  Community  and  Home  Health  Agencies  is  charged  with  the  review  of  such  con- 
tracts when  capitation  payments  have  been  developed  for  hospital-sponsored 
health  maintenance  organizations  (HMO's). 

Other  contract  approval  responsibility  is  mandated  for  capitation  rates 
established  in  agreements  between  the  Department  of  Public  Welfare  and  the 
HMO's.     The  general  policy  for  approving  such  contracts  is  to  examine  the 
actuarial  assumptions,  including,  but  not  limited  to,  those  of  hospital  infla- 
tion, hospital  and  medical  costs,  and  enrollee  activity,  on  which  capitation 
rates  are  based,  as  well"  as  the  terms  of  the  agreements. 

The  object  in  the  contract  review  and  approval  policies,  as  well  as  in 
reimbursement  policies,  is  to  control  inflationary  expenditures  for  health 
services  and  healtn  support  while  recognizing  the  need  to  maintain  high 
quality  services. 
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This  class  of  providers  is  made  up  of  individual  practitioners  in  contrast 
to  institutional  providers  like  nursing  homes  and  hospitals.     These  include: 
physicians  and  surgeons,  radiologists,  dentists,  audiologists ,  pharmacists, 
psychologists,  private  duty  nurses,  chiropractors,  and  a  host  of  specialized 
practitioners;  and  suppliers  of  medical  equipment  and  supplies  like  orthotics, 
prosthetics,  drugs,  wheelchairs,  and  other  durable  medical  equipment. 

Because  of  the  large  numbers  of  persons  who  comprise  each  of  these  particu- 
lar groups,  and  because  the  services  of  these  providers  tend  to  be  somewhat 
uniform  regardless  of  where  they  are  rendered  or  by  whom,  the  regulations 
governing  their  reimbursement  most  often  specify  class  rates,  rather  than  in- 
dividually determined  rates. 

In  the  development  of  its  proposed  regulations  governing  rates  of  payment, 
the  Bureau  of  Non-Institutional  Medical  Providers  reviews  and  takes  into  con- 
sideration reports  of  costs  and/or  charges  as  prepared  by  the  provider  organiza- 
tions, third  party  payors,  and  other  governmental  agencies.    When  such  reports 
are  not  available,  the  bureau  will  frequently  design,  develop  and  implement 
its  own  studies.     Throughout  this  process,     free  and  open  discussions  with 
governmental  purchasing  agencies  and  providers  is  encouraged.     In  addition  to 
costs  and  charges,  availability  and  utilization  of  services  are  major  consider- 
ations . 

The  class  of  non-institutional  medical  providers  can  be  further  broken 
down  into  two  sub-categories:    providers  of  strictly  professional  services 
and  providers  of  combined  professional  services  and  products.     In  the  case 
of  the  former  (physicians,  surgeons,  dentists,  etc.)  the  rates  are  generally 
developed  from  charge  information  developed  from  Commission  surveys  or  other 
available  data.     In  developing  an  appropriate  fee  level,  the  Commission  con- 
siders both  prevailing  charges  and  difficulties  encountered  by  public  assis- 
tance or  workmen's  compensation  patients  in  receiving  services.     It  is  the 
balancing  between  these  two  considerations  which  produces  fair,  reasonable 
and  adequate  rates. 

The  Commission  would  prefer  to  develop  professional  fees  on  the  basis  of 
cost  associated  with  provision  of  service,  including  appropriate  recognition 
for  professional  training.  However,  for  most  non- institutional  providers  of 
strictly  professional  services,  such  information  is  currently  not  available. 
One  exception  is  ambulance  services,  the  rates  for  which  were  based  on  a 
survey  of  provider  costs  rather  than  charges. 

In  the  case  of  providers  who  supply  a  combination  of  professional  services 
and  products  (pharmacists,  prosthetists ,  orthotists,  etc.)  the  rates  generally 
reflect  the  cost  of  the  product  plus  a  mark-up,  or,  in  the  case  of  pharmacists, 
a  dispensing  fee.     The  mark-up  is  intended  to  cover  both  overhead  and  some 
margin  for  profit  and  is  generally  related  to  industry  practices. 
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Again,  the  Commission  prefers  to  determine  actual  costs  to  establish  the 
mark-up,  to  tne  extent  such  information  can  reasonably  be  obtained.     In  fiscal 
year  1976,  the  Commission  undertook  a  survey  of  pharmacy  overhead  costs  to 
determine  an  appropriate  dispensing  fee  level. 
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E.     EDUCATIONAL  AMD  SOCIAL  SERVICES 

During  fiscal  year  1976,  the  Commission's  rate  setting  jurisdiction  over 
this  class  of  providers  was  expended  to  include  rates  for  all  governmental 
purchases  of  social  and  educational  services.     Because  of  the  large  volume 
of  individual  programs  encompassed  by  the  additional  jurisdiction,  and  the 
unavailability  of  additional  staff  resources  to  handle  individual  rate  re- 
quests, educational  and  social  service  providers  were  divided  into  two  classes: 
those  over  which  the  Commission  had  jurisdiction  prior  to  July  1,  1975,  plus 
programs  eligible  for  participation  under  Chapter  766  (the  Special  Education 
Law);  and  all  other  programs,  rates  for  which  the  Commission  had  not  previously 
had  responsibility. 

The  first  group  is  handled  by  the  Bureau  of  Educational  and  Social  Services, 
tne  second  by  the  Bureau  of  Administrative  Services. 

(1)     Programs  for  which  the  Commission  had  jurisdiction  prior  to  July  1, 
1975,  plus  Chapter  766  programs. 

Since  the  services  rendered  by  this  group  of  providers  is  so  varied,  a 
common  denominator  was  sought  for  rate  setting  purposes.     Rather  than  estab- 
lishing class  rates  for  eacn  of  the  service-types  rendered,  rate  setting 
methodologies  were  established  to  reflect  the  common  denominator  among  what 
appear  to  be  very  different  programs. 

The  common  denominators  did  not  reflect  types  of  services  provided  but 
reflected  the  purchasing  situations  represented  by  the  service  or  program. 
Thus,  three  regulations  reflecting  the  common  purchasing  situations  for  these 
programs  were  developed  with  a  reimbursement  methodology  tailored  to  these 
models.     The  Commission  classifies  the  many  child-care  programs  purchased  by 
the  Commonwealth  into  the  following  three  program  models: 


The  common  denominator  between  shelter  care  programs  and  halfway  houses 
and  intensive  security  settings  and  detention/reception  facilities  is  the 
difficulty  in  controlling  utilization  of  the  programs  for  both  the  provider 
and  for  the  purchasing  state  agency. 

For  example,  the  Department  of  Youth  Services  and  the  providers  have  no 
control  over  the  number  of  juvenile  offenders  who  will  have  to  be  placed  in 
detention/reception  facilities,    however,  the  programs  must  be  available  to 
the  department  as  needed.     Therefore,  utilization  is  treated  differently  for 
these  programs  than  for  programs  with  an  expected  relatively  constant  census. 
The  costs  of  running  the  programs  are,  for  the  most  part,  constant  when  com- 
pared to  the  non-constant  census. 


Program  Model 


Rate  Setting  Commission  Regulation 


Accommodations  Programs 
Standard  Purchase  Programs 
Provider  Sub-Purchase  Programs 


14  CHSR  500 
14  CHSR  501 
14  CHSR  502 


Accommodations  Programs 
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Each  program's  rate  is  individually  computed  based  on  the  costs  of  slots 
or  accommodations  that  the  program  has  available  to  be  used  as  needed  by  the 
state  purchasing  agency. 

The  rate  setting  methodology  for  accommodations  programs  considers  allowable 
and  reasonable  program  costs  either  on  a  historical  basis  (for  established  pro- 
grams) or  on  a  budget-prospective  basis  (for  new  programs  without  historical 
cost  information).    Wnen  budgets  are  used,  they  are  prepared  by  the  provider  in 
conjunction  with  the  purchasing  state  agency.     For  established  programs,  a  cost 
in  living  factor  may  be  added,  at  the  discretion  of  the  Commission,  to  the  al- 
lowed program  costs  that  will  be  reimbursed  by  tiie  Commonwealth. 

The  rate  is  computed  on  a  per  accommodation  (space,  bed,  slot,  or  whatever 
is  appropriate)  per  unit  of  time  basis.     Income  received  by  the  provider  that 
is  available  to  supplement  program  operating  expenses  is  not  taken  into  con- 
sideration in  tne  computation  of  rates  for  this  program  group,  as  it  is  with 
some  other  program  groups.     Further,  the  state  purchasing  agencies  utilizing 
the  services  of  a  program  of  this  group  are  directed  to  reimburse  the  program 
at  a  lower  amount  if  there  is  program  under-utilization .     The  utilization  fac- 
tor for  a  new  program  is  60%  and  for  an  established  program  80%. 

Standard  Purchase  Programs 

Unlike  tne  accommodations  programs  where  a  program  cannot  know  how  many 
people  will  be  serviced  or  for  how  long,  the  common  denominator  of  standard 
purcnase  programs  is  the  extended  pnysical  presence  of  publicly-aided  indi- 
viduals within  the  program  facility. 

The  majority  of  programs  currently  purchased  by  the  Commonwealth  in  the 
areas  of  educational  and  social  services  are  classified  by  tne  Commission  as 
standard  purcnase  programs.     In  these  programs,  due  to  a  relatively  stable 
census,  the  provider  averages  tne  program  costs  or  charges  over  all  the  en- 
rollment, like  a  tuition.     Programs  of  this  type  include:     day  or  residential 
schools  and  treatment  centers;  group  homes;  some  half-way  houses,  and  camps. 

For  example,  a  local  educational  authority  under  Chapter  766  would  assume 
the  liability  for  providing  education  and  care  of  special  needs  children  within 
a  specific  program  for  a  specified  dollar  amount  per  child  per  year,  to  be 
determined  and  approved  by  the  Commission.     If  tuis  program  is  an  established 
one,  historical  cost  information  and  income  information  is  required  by  the 
Commission  and  resources  of  the  provider  are  factors  considered  within  the  rate 
formula.     Resources  like  unrestricted  donations  or  funds  are  considered  as 
funds  available  for  program  services.     This  lessens  the  need  of  the  provider 
for  a  full  cost-based  rate  for  the  costs  incurred  in  providing  the  services. 
The  result  is  a  cost-related  system  of  reimbursement.     Not  all  provider  rates 
are  so  affected. 

For  establisued  programs,  utilization  is  also  a  consideration.     The  utiliza- 
tion factor  is  85%  (or  75%  for  small  programs)  of  program  operational  capacity. 
If  actual  utilization  is  higher  than  this  percentage,  the  uigher  amount  becomes 
the  utilization  factor. 
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The  amount  represented  by  the  utilization  factor  is  multiplied  by  the  rate 
which  the  provider  would  like  to  get  for  the  prospective  rate  period  (requested 
rate).    This  amount  represents  estimated  program  income  for  the  prospective  rate 
period.     Secondly,  the  historical  allowable  yearly  program  costs  are  determined. 
Other  income  (unrestricted  income)  for  the  reporting  year  is  then  added  to  this 
amount.    An  amount  representing  inflation  may  be  included  at  the  discretion  of 
the  Commission. 

The  total  amount  of  the  second  procedure  represents  a  percentage  of  the  first. 
If  the  percentage  is  over  100%,  no  increase  in  the  rate  is  approved  and  the  re- 
quested rate  becomes  the  Commission  certified  rate.     If  it  is  less  than  100%, 
that  percentage  multiplied  by  the  requested  rate  equals  the  approved  standard 
purchase  program  rate. 

Other  limiting  factors  to  the  rate  are  charges  to  the  general  public  and 
the  requested  rate  itself,  since  charges  to  the  Commonwealth  cannot  be  greater 
than  charges  to  the  general  public. 

In  the  case  of  new  programs,  the  rate  is  determined  on  the  basis  of  pro- 
jected allowable  costs. 

In  certain  cases  a  program  rate  may  be  approved  without  extensive  financial 
review  if,  for  example,  there  are  few  Commonwealth  publicly-aided  individuals 
enrolled  within  the  program  and  the  charge  is  considered  to  be  generally  rea- 
sonable. 

For  the  most  part,  however,  standard  purchase  programs  receive  scrutiny 
through  the  cost  reports  required  by  the  Commission.    To  a  large  extent,  in- 
depth  knowledge  about  the  operations  of  a  program,  including  fiscal  operations, 
must  come  from  the  purchasing  agencies  which  have  more  continuous  dealings  with 
the  providers,  particularly  given  the  small  size  of  the  staff  of  the  Bureau  of 
Educational  and  Social  Services. 

Rates  are  determined  individually  based  on  allowable  program  costs,  as 
defined  within  Rate  Setting  Commission  Regulation  14  CHSR  501,  and  on  pro- 
grammatical  matters  affecting  costs  in  conjunction  with  the  state  purchasing 
agency. 

Provider  Sub-Purchase  Programs 

These  programs  involve  an  operation  in  which  the  provider  is  doing  the 
coordination  and  administration  while  possibly  sub-contracting  with  other 
parties  for  services  it  will  render  to  the  Commonwealth. 

For  example,  an  umbrella  corporation  may  contract  with  the  Department  of 
Public  Welfare  to  provide  foster  care  services  to  children  in  individual  homes. 
It  then  sub-contracts  with  foster  care  parents  to  provide  the  agreed  upon  care. 

The  Commission,  therefore,  developed  a  rate  setting  methodology  to  take 
into  account  the  various  parties  involved  in  this  kind  of  operation.  The 
methodology  is  contained  in  the  Commission's  Regulation  14  CHSR  502,  which 
governs  providers  who  operate  family  day  care  systems,  foster  care  systems, 
hot  lines,  drop-in  centers,  home  care  systems,  or  other  programs  where  there 
are  overhead  expenses  generated  to  accomplish  an  objective,  for  example,  a 
service  to  place  persons  within  family  day  care  settings. 
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Tnere  is  always  a  rate  which  the  Commission  calls  the  central  operating 
rate.     It  reflects  tne  overhead  expenses  necessary  to  perform  the  program 
objective.     This  rate  is  stated  on  a  yearly  basis  as  a  flat  sum  that  may  or 
may  not  relate  to  program  performance  or  utilization.     This  rate  is  deter- 
mined on  the  basis  of  allowable  or  reasonable  costs  historically  (for  estab- 
lished programs)  or  by  budget  review  (for  new  programs).     A  cost  of  living 
factor  may  be  added  to  the  historical  allowable  costs  at  the  discretion  of 
the  Commission.     Income  received  by  the  provider  form  other  sources  which  is 
available  for  care  during  fiscal  year  1976  was  not  a  factor  affecting  the 
central  operating  rate. 

Where  tne  provider  must  purchase  services  from  a  third  party  provider, 
this  charge  to  the  provider  is  approved  as  a  sub-unit  rate  for  a  service 
item.     It  may  be  expressed  as  a  per  diem  rate  (as  used  for  foster  care  or 
family  day  care)  or  a  per  hour  rate  (for  chore  services  at  the  home  of  an 
elderly  person) . 

Where  the  central  operating  rate  can  be  tied  to  performance  objectives; 
i.e.,  placing  and  servicing  twenty  children  within  foster  homes  in  two  months, 
this  results  in  the  expected  performance  of  the  provider  for  a  certain  time 
period.     If  tnis  measurement  of  performance  exists  within  the  program  model, 
reimbursement  is  based  upon  this  expected  performance  by  application  of  a 
utilization  factor.     The  purchasing  state  agency  is  then  directed  to  reim- 
burse the  provider  in  accordance  with  this  utilization  factor  (80%  for 
established  programs  and  60%  for  new  programs).     Under-utilization  would 
only  affect  payment  of  the  central  operating  rate. 

Where  there  is  no  realistic  fiscal  measurement  of  program  performance 
or  program  utilization;  i.e.,  hot  lines  or  drop-in  centers,  the  utilization 
factor  is  not  applied. 


Day  Care 

A  model  of  reimbursement  was  developed  for  one  service  type  of  provider 
within  tne  class  of  educational  and  social  services.     This  model  is  in  Com- 
mission Regulation  14  CHSR  503  governing  rates  of  payment  to  providers  who 
operate  day  care  programs  within  day  care  facilities.     The  programs  are 
broken  down  into  four  classifications  for  rate  purposes:     infant,  toddler, 
pre-school,  and  school-age,  and  the  methodology  of  the  regulation  produces 
maximum  allowable  rates. 

The  maximum  allowable  rates  act  as  limits  for  payment  by  the  Commonwealth, 
but  allow  for  the  purchasing  agency  to  negotiate  rates  to  be  paid  the  provider 
within  the  limitations.     The  rate  is  determined  by  the  purchasing  agency  di- 
rectly by  review  of  program  costs  with  the  provider  present.    The  rate  so 
initiated  is  approved  by  the  Commission  if  it  is  within  the  maximum  rate 
limitations  set  forth  within  the  regulation. 


In  all  cases,  the  reimbursement  systems  have  been  developed  to  be  re- 
sponsive to  the  particular  circumstances  of  a  program  type  and  the  administra- 
tive needs  of  the  purchasing  agencies. 
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(2)     Programs  for  which  the  Commission  received  jurisdiction  on 
July  1,  1975. 

Agencies  of  the  Commonwealth  contract  under  a  variety  of  funding 
sources  for  services  provided  to  publicly-aided  persons.     The  Rate 
Setting  Commission  promulgated  two  regulations  governing  rate  approval 
for  contracted  services  under  its  jurisdiction  as  of  July  1,  1975: 

(a)  14  CHSR  601-Rates  for  Certain  Social,  Educational,  and 
Rehabilitative  Services 

and 

(b)  14  CHSR  602-Rates  for  Certain  Health  Care  Services 

Under  these  regulations,  the  Bureau  of  Administrative  Services  reviews 
all  contracts  for  conformance  with  existing  Commission  regulations, 
where  applicable,  and  examines  budgeted  costs  for  reasonableness.  On 
occassion  it  may  ask  the  purchasing  state  agency  for  additional  cost 
information  to  justify  the  rate(s)  under  contract.    As  in  rate  reviews 
done  by  the  Bureau  of  Educational  and  Social  Services ,  because  of 
limited  staff  size  there  is  substantial  coordination  with  the  purchasing 
and  regulatory  state  agencies  in  the  gathering  and  verification  of  cost 
data. 

The  Commission,  acting  on  staff  recommendations,  approves  or 
disapproves  the  rate(s)  under  contract  as  submitted  or  as  adjusted  by 
staff.    The  same  applies  to  the  dollar  amount  of  the  maximum  obligation 
of  the  purchasing  state  agencies  under  the  contract.     After  Commission 
action  on  a  given  contract,  it  is  forwarded  (along  with  any  AF-4  forms) 
to  the  State  Comptroller's  Office,  where  the  rate  becomes  effective  upon 
the  date  of  receipt. 
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A.  Chapter  h2h  of  the  Acts  of  1975 

Chapter  U2h  of  the  Acts  of  1975  was  signed  by  Governor  Michael  S. 
Dukakis  on  July  11,  1975.    This  Act  established  an  interim  system  to 
review  changes  in  charges  by  Commonwealth  hospitals  after  April  15,  1975, 
in  order  to  stabilize  increases  in  hospital  charges  pending  the  enactment 
of  permanent  hospital  cost  and  charge  control  legislation. 

Regulation  lk  CHSR  k  was  developed  to  implement  the  provisions  of 
Chapter  h2h.    Reporting  forms  were  also  developed  and  internal  tracking 
systems  were  maintained  as  the  flow  of  hospital  submissions  in  the  initial 
implementation  of  Chapter  h2h  was  quite  substantial.    The  first  fiscal 
year  1976  hospital  budget  submission  under  Chapter  U2h  was  received  by  the 
Commission  on  August  15,  1975. 

Staff  was  assigned  to  the  Hospital  Charge  Review  Task  Force  from  the 
Bureau  of  Planning  and  Analysis,  the  Accounting  Policy  Unit,  and  from  the 
auditing  staff  of  the  Bureau  of  Hospitals  and  Clinics.    As  a  result  of 
substantial  overtime  put  in  by  the  Task  Force,  by  October  1,  1975,  the 
Commission  had  reviewed  seventy-seven  submissions  after  voluntarily  reduc- 
ing its  statutory  review  period  of  sixty  days  to  forty-five  days,  in  order 
to  accommodate  the  hospitals'  fiscal  year  beginning  date  of  October  1, 
1975.    In  no  case  did  proposed  changes  in  hospital  charges  go  into  effect 
by  virtue  of  the  Commission's  failure  to  act  during  the  forty-five  day 
review  period. 

As  of  January  8,  1976,  the  Commission  had  acted  on  one  hundred  fif- 
teen (115)  hospital  fiscal  year  1976  budget  submissions,  thirty-nine  (39) 
fiscal  year  1975  submissions,  and  twenty-four  (2h)  applications  to  estab- 
lish charges  for  new  services. 

The  Commission's  review  of  fiscal  year  1976  costs  and  charges  re- 
sulted in  the  disallowance  of  $3,131,381  of  budgeted  increases  in  revenue, 
and  a  disallowance  of  $10,817,382  in  budgeted  costs  that  would  have  other- 
wise become  part  of  the  base  costs  in  the  future  from  which  publicly-aided 
and  other  payment  rates  would  be  computed. 

Savings  to  the  Commonwealth  and  to  the  health  care  system  in  general 
were  restricted  in  magnitude  due  to  the  restrictions  in  Chapter  h2h. 

A  Rate  Setting  Commission  study  of  increases  in  hospital  charges  after 
the  end  of  Federal  Economic  Controls  on  the  hospital  industry,  between  April 
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30,  19T^,  and  April  30,  1975,  indicated  that  total  hospital  costs  increased  by 
13.6%  and  total  hospital  charges  had  increased  during  that  period  by  18.1$. 

A  study  of  submissions  under  Chapter  h2h  to  the  Commission  indicates  that 
the  total  approved  increase  in  hospital  cost  between  fiscal  year  1975  and  fis- 
cal year  1976  was  13$.     The  approved  revenue  increase  for  the  same  period  was 
13.5$. 

While  there  are  significant  methodological  limitations  to  the  comparison 
of  these  studies,  it  may  be  suggested  that  Chapter  h2h  has  had  some  effect  in 
reducing  the  annual  rate  of  increase  in  hospital  costs  and  charges. 

Prior  to  the  enactment  of  Chapter  h2h ,  changes  in  hospital  charges  were 
completely  uncontrolled  and  subject  to  no  public  review.    The  mere  existence 
of  Chapter  h2h  and  the  regulations  implementing  it,  which  set  out  a  framework 
within  which  revenue  increases  are  granted  only  to  meet  allowable  increases  in 
costs,  established  new  implicit  limits  on  hospital  cost  and  charge  increases. 
The  framework  is  as  follows : 

(1 )  Revenue  Approval: 

Hospital's  revenue  can  be  five  percent  (5$)  greater  than  its  costs. 
However,  if  an  historical  ratio  of  costs  to  charges  was  less  than 
95$,  the  hospital  was  permitted  to  maintain  that  historical  mar- 
gin of  revenue  in  excess  of  costs. 

(2)  Projected  Cost  Approval: 

As  developed  in  conformance  with  the  statute,  a  charge  increase 
would  be  allowed  if  justified  on  the  basis,  of:     (a)  reasonableness 
of  underlying  costs;  (b)  increases  due  to  inflation  as  measured  by 
a  composite  price  index;  (c)  charges  due  to  projected  volume 
changes;  and  (d)  increases  due  to  costs  beyond  the  control  of  the 
hospital. 

(3)  Charges:  • 

Approved  charges  apply  directly  only  to  self-paying  patients  and 
commercial  insurance  companies,  but  serve  as  limitations  on  rates 
payable  by  Blue  Cross,  Medicare,  or  Medicaid. 

Within  the  framework  of  the  law,  the  Commission  developed  the  following 
types  of  criteria  in  consultation,  as  statutorily  required,  with  Blue  Cross, 
the  private  insurance  carriers,  and  the  Massachusetts  Hospital  Association: 

(l)  Changes  in_Costs_ Due_to  Changes  in  Volume: 

Since  charge  approvals  depended  on  volume  projections,  the 
Commission  developed  tests  of  the  reasonableness  of  projected 
volume  increases  and  decreases.     A  10$  increase  in  projected 
patient  days  was  deemed  "presumptively  reasonable",  as  was  a  10$ 
decrease  in  projected  patient  days.    For  outpatient  visits,  a 
20$  increase  and  a  15$  decrease  in  outpatient  visits  was  deemed 
"presumptively  reasonable".     Any  projected  variation  from  these 
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"corridors"  in  patient  days  or  outpatient  visits  that  exceeded 
the  limits  established  above  required  documentation  by  the  hosp- 
ital.   Projected  ancillary  service  volume  vas  tested  against 
historical  average  services  per  outpatient  visit  and  per  patient 
day,  and  adjusted  for  changes  in  patient  days  and  outpatient 
visits . 

(2)  Increases  in  Costs  Beyond  the  Hospital's  Control: 

Chapter  h2U  also  allows  for  an  approval  of  charge  increases  due 
to  costs  beyond  the  control  of  the  hospital.  As  defined  by  the 
Commission,  allowable  categories  for  such  increases  include: 

(a)  The  requirements  of  governmental  units  as  they  may 
apply  to  such  matters  as  licensure,  requirements 
for  participation  in  the  Medicare  or  Medicaid  pro- 
grams, an  increase  in  the  hospital's  contribution 
to  FICA  and/or  Unemployment  Compensation,  or  an 
increase  in  minimum  vage  legislation. 

(b)  Major  expansion  or  improvement  of  existing  facili- 
ties or  additions  of  nev  equipment,  for  which  a 
determination  of  need  has  been  obtained  from  the 
Department  of  Public  Health. 

(c)  Increased  costs  due  to  increases  in  insurance  pre- 
miums, providing  that  the  hospital  can  show  that 
it  acted  as  a  prudent  buyer. 

(d)  Losses  as  a  result  of  a  disaster  in  excess  of  the 
amount  of  insurance  coverage  which  is  customarily 
carried  by  the  hospital  against  such  disaster. 

(e)  Severe  financial  hardship,  threatening  the  financial 
stability  of  the  hospital,  related  to  the  program 
mandated  by  Chapter  h2h  or  the  Acts  of  1975. 

In  general,  the  law  states  that  the  Rate  Setting  Commission  is  to  approve 
modifications  of  charges  at  all  hospitals  to  the  degree  that  they  are  (l)  con- 
sistent with  allowable  increases  in  costs  which  have  been  or  may  reasonably  be 
expected  to  be  experienced  by  the  hospital;  and  (2)  will  permit  the  hospital 
to  achieve  for  a  full  fiscal  year  a  ratio  of  total  allowable  patient  care  costs 
to  patient  care  charges  that  is  95% ,  higher  than  95% ,  or  no  lower  than  the 
applicable  ratio  year  ratio,  if  lower  than  95%' 

The  Commission  is  also  to  ensure  that,  in  those  cases  where  a  hospital  has 
achieved  a  fiscal  year  ratio  lower  than  the  allowable  level,  that  there  shall 
be  a  prospective  recovery  of  excess  revenues  earned.    At  the  end  of  each  fiscal 
year,  the  hospital  must  submit  a  statement  of  compliance  with  the  ratio  estab- 
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lished,  subject  to  audit  by  the  Commission.  The  Commission  can  visit  hospitals 
and  examine  bills  and  records  to  determine  that  only  approved  charges  are  being 
billed  to  patients. 

The  Chapter  h2h  program  was  originally  scheduled  to  terminate  on  January- 
Si,  1977,  and  by  subsequent  legislative  action  was  extended  to  January  31,  1980. 
The  intention  of  the  General  Court,  as  implied  in  SECTION  10  of  the  Act,  is  to 
replace  Chapter  h2k  with  permanent  hospital  charge  control  legislation  (which 
is  discussed  in  section  D  of  this  Part). 
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III.     OTHER  SIGNIFICANT  COMMISSION  ACTIVITIES 


B.     Blue  Cross  Participating  Hospital  Agreement  HA-26 


The  primary  vehicle  for  operation  of  the  Blue  Cross  system  in  Massachusetts 
is  the  Participating  Hospital  Agreement  negotiated  by  Blue  Cross  and  the  Massachusetts 
Hospital  Association  ("MHA)  on  a  periodic  basis.    The  agreement  is  subject  to  review 
and  approval  by  the  Rate  Setting  Commission. 

The  Participating  Hospital  Agreement  HA-25-TH  was  in  effect  for  a  period  of 
three  years  and  expired  on  September  30,  1975  (June  30,  1975  for  municipal  hospitals). 
Negotiations  were  undertaken  between  Blue  Cross  and  the  MHA  early  in  calendar  year 
1975  for  a  replacement  contract. 

Departing  from  traditional  policy,  the  Commission  kept  itself  continually 
informed  on  the  progress  of  these  negotiations,  and  met  on  a  regular  basis  with' 
representatives  of  both  parties  to  review  the  evolving  situation  and  indicate  what 
emerging  provisions  it  could  accept  or  would  have  difficulty  with. 

The  process  assumed  that  Commission  review  of  the  ultimately  proposed  Agreement, 
designated  HA-26,  would  be  expeditious  and  that  the  proposed  Agreementwould  not 
contain  provisions  unacceptable  to  the  Commission. 

The  Commission  held  a  public  hearing  on  HA-26  on  8/22/75,  1975  and  approved  it 
on  9/18/75,  to  be  effective  on  October  1,  1975  (July  1,  1976  for  municipal  hospitals). 
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III.-  OTHER  SIGNIFICANT  COMMISSION  ACTIVITIES 
C.     Proposal  to  Social  Securitv  Administration 


In  October,  1975,  the  Social  Security  Administration  of  the  United  States 
Department  of  Health,  Education,  and  Welfare  issued  a  request  for  proposals  for 
a  cost-sharing  contract  to  operate,  or  develop  the  methodolgies  necessary  to 
operate,  an  experimental  prospective  hospital  rate  setting  system.    The  reouest 
•was  issued  under  the  provisions  of  section  222  of  P.L.  Q2-603  and  section  1526 
of  the  federal  Public  Health  Service  Act,  as  inserted  by  P.L.  93-6hl. 

The  Commission,  in  an  effort  co-ordinated  by  the  Director  of  Planning  and 
Analysis,  Dianne  Wolman,  responded  to  the  request  on  January  15,  1^76  with  a 
detailed  proposal  for  a  developmental  program  involving  such  elements  as: 
grouping  of  hospitals,  case  mix,  analvses  of  hospitals,  refinements  in  the  use 
of  inflation  indicators  and  volume  adjustment  formulae,  forging  of  exchanges 
between  rate  setting  and  health  planning  processes,  and  detailing  of  methodologies 
for  flexible  hospital  budgeting. 

As  of  June  30,  1976,  the  proposal  was  still  pending.* 


*Subseauent  to  the  close  of  fiscal  year  1976,  at  the  end  of  September,  1076, 
the  Commission  was  notified  that  its  proposal,  with  certain  modifications,  had 
been  accepted  and  the  contract  was  awarded.     A  more  detailed  analysis  of  the 
proposal  and  administration  of  the  contract  will  appear  in  the  Commission's 
Annual  Report  for  fiscal  year  1^77. 
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III.     OTHER  SIGNIFICANT  COMMISSION  ACTIVITIES 


D.    Permanent  Hospital  Charge  Control  Legislation 

SECTION  10  of  Chapter  h2h  of  the  Acts  of  1975  mandated  the  Secretary  of  Human 
Services  to  prepare  and  present  to  the  General  Court  "by  October  1,  1975  a  plan  for 
a  permanent  and  comprehensive  system  for  controlling  the  costs  of  providing  hospital 
care  and  services. 

The  Rate  Setting  Commission  and  its  staff  vere  actively  involved  during  the 
summer  of  1975  in  the  consultative  process  reouired  "by  that  provision  and  in  the 
preparation  of  the  Secretary's  proposal  and  accompanying  legislation. 

The  legislation,  in  somewhat  modified  form,  was  submitted  by  Governor  Dukakis 
in  January,  1976  as  H.  3l60.    The  bill  was  considered  by  the  Joint  Legislative 
Committee  on  Health  care  during  March,  1976  at  seven  public  hearings  in  Pittsfield, 
Springfield,  Worcester,  Danvers,  Lowell,  Hyannis,  and  Boston.  Members  of  the 
Commission  testified  at  each  of  the  hearings,  as  did  the  Governor,  the  secretaries 
of  Human  Services  and  Economic  Affairs,  and  the  Commissioners  of  Public  Health  and 
Insurance.    An  extensive  public  debate  oc cured  on  the  issue  of  the  importance  of 
controlling  increasing  hospital  costs  and  charges,  and  the  proper  means  of  achieving 
that  result.    The  Rate  Setting  Commission  was  extensively  involved  in  every  state 
of  the  Legislative  process  concerning  the  bill*. 


*As  of  June  30,  1976,  the  end  of  fiscal  year  1976,  no  proposal  had  been  endorsed 
by  the  Health  Care  Committee.     However,  after  extensive  negotiations  among  the 
Executive  branch,  the  General  Court,  and  interested  private  groups,  the  General 
Court  enacted  and  the  Governor  signed  on  October  15,  1976  Chapter  h09    of  the  Acts 
of  1976,  permanent  hospital  budget  review  and  charge  control  legislation  replacing 
Chapter  h2h .    This  will  be  dealt  with  in  detail  in  the  Commission's  Annual  Report 
for  Fiscal  year  1977. 


III.     OTHER  SIGNIFICANT  COMMISSION  ACTIVITIES 


E .     Governor ' s  Management  Task  Force 

In  the  spring  of  1976  the  Governor's  Management  Task  Force  (GMTF)  reviewed 
the  Commission's  internal  organization  and  external  reimbursement  policies,  as 
expressed  in  its  regulations,  and  made  eight  recommendations  (Appendix  F). 

Of  the  eight  recommendations,  two  were  not  appropriately  assigned  to  the 
Commission  (#70,  #72),  as  they  dealt  with  areas  of  other  agency  jurisdiction. 

One  recommendation  (#68)  is  the  basis  of  a  provision  included  in  the  perma- 
nent hospital  charge  control  legislation  enacted  in  fiscal  1977  which  permits 
the  Commission  to  reorganize  its  bureaus  (except  for  the  Bureau  of  Hospitals 
and  Clinics  and  the  Bureau  of  Long  Term  Care  Facilities). 

Another  recommendation  {1115)  is  the  basis  of  legislation  submitted  by  the 
Commission  (SEE:     PART  V),  which  denies  long  term  care  facilities  the  right  to 
appeal  interim  rates.     The  GMTF  projected  a  decrease  of  300  appeals  cases  at  an 
annual  savings  to  the  Commonwealth  of  0^5,000. 

Three  other  recommendations  of  the  GMTF  were  accepted  by  the  Commission  and 
have  become  projects  to  be  implemented  during  fiscal 'year  1977-  These  are:  (a; 
the  study  of  the  use  of  flat  rates  for  long  term  care  facilities  (LTCF's)  (#?'*)> 
(b)  improvement  of  the  audit  function  of  the  Bureau  of  Long  Term  Care  Facilities 
(//7o),  and  (c)  the  establishment  of  an  ongoing  review  of  LTCF  cost  reports  for 
areas  of  unusual  increase  in  expenses  in  a  short  time  frame  (//73). 

The  second  half  of  recommendation  #73  was  incorporated  into  the  Commission' 
LTCF  regulation  lh  CKSR  201,  by  which  the  Commission  stepped  recognizing  a  step- 
up  in  the  basis  of  assets  of  a  LTCF  due  to  a  change  in  ownership. 

Another  recommendation  (#69)  was  incorporated  into  the  LTCF  regulation. 
This  recommendation  called  for  the  raising  of  the  occupancy  level  from  935*  • 
lh  CKSR  201  establishes  an  occupancy  level  of  95^. 
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IV.    C00RVWAT1OU  OF  COMMISSION'S  RATE -MAKING  AUTHORITY 
WITH  RULEAiAKWG  AUTHORITY  OF  OTHER  AGEHUm  


IV.     COORDINATION  OF  COMMISSION'S  RATE-MAKING  AUTHORITY  WITH 
RULE-MAKING  AUTHORITY  OF  OTHER  AGENCIES 


The  Commission  recognizes  the  importance  of  coordinating  its  rate-niaking 
responsibilities  with  the  rule-making  responsibilities  of  other  agencies. 
The  Commission  has  established  at  least  three  goals  in  its  relationships  with 
other  agencies: 

(1)  The  Commission  should  use  its  authority  to  assure  that  stan- 
dards established  by  regulatory  agencies  can  be  achieved,  or 
at  least  that  Commission  regulations  do  not  prevent  providers 
from  complying  with  duly  established  standards. 

(2)  The  Commission  should  use  its  authority  to  support  program 
objectives  of  purchasing  agencies. 

(3)  The  Commission  should  use  its  authority  to  complement  or 
support  the  regulatory  responsibilities  of  other  agencies 
and,  where  feasible,  help  to  enforce  regulatory  decisions 
made  by  the  competent  authority. 

All  three  goals  characterized  the  Commission's  relationships  with  other 
state  agencies  during  fiscal  1976. 

(l)  The  Commission  has  made  it  a  practice  to  assure  in  its  regu- 
lations that  a  provider  will  receive  adequate  reimbursement 
to  satisfy  licensure  and  other  standards  promulgated  by  state 
and  federal  agencies.     For  example,  Commission  regulations 
providing  for  cost-related  reimbursement  to  institutional 
providers  (specifically  hospitals,  long-term  care  facilities, 
and  child  care  agencies)  contain  allowances  for  providers  to 
receive  adjustments  in  excess  of  established  rates  or  in 
excess  of  cost  ceilings  contained  in  the  pertinent  regulation 
where  the  excess  costs  incurred  are  a  function  of  licensing 
standards,  whether  imposed  by  the  Department  of  Public  Health 
or  the  Office  For  Children. 

Within  this  general  objective,  however,  two  issues 
emerge.     First,  the  Commission  reserves  the  right  to  deter- 
mine the  reasonableness  of  the  expense  incurred  in  satis- 
fying licensing  requirements.    That  is,  it  feels  obliged  to 
ask  whether  the  amount  expended  by  the  provider  was  appro- 
priate to  achieve  the  mandated  result.     In  this  context, 
the  Commission  usually  follows  the  accounting  policy  of  re- 
quiring that  the  expenditure  occur  before  allowing  it  to  be 
recouped  in  reimbursement  rates.     In  this  way,  there  is 
greater  control  over  the  appropriateness  of  the  amount  of 
the  expenduture. 

The  second  issue  involves  the  capacity  of  the  licensing 
agency  to  conduct  inspections  to  provide  information  necessary 
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to  support  an  adjustment  to  the  rate.    For  example,  the  Com- 
mission's regulation  on  long-term  care  facilities  permits 
adjustments  where  additional  nursing  hours  are  needed  for 
patients  in  Level  III  facilities.    However,  unless  the  Depart- 
ment of  Public  Health  has  sufficient  manpower  to  inspect  Level 
III  facilities  and  certify  the  appropriate  level  of  nursing 
needs,  the  provider  will  not  have  an  adequate  basis  to  support 
an  adjustment  request.    Such  a  situation  highlights,  from  the 
Commission's  point  of  view,  the  need  to  ensure  that  regulatory 
agencies  have  sufficient  resources  to  fulfill  their  statutory 
duties.    Only  on  this  basis  can  the  Commission  responsibly 
assure  that  rates  will  permit  providers  to  satisfy  established 
standards. 

(2)  The  Commission  does  not  consider  itself  an  agency  with  direct 
program  responsibilities.    Decisions  as  to  the  nature  of  the 
program  purchased  from  providers  rest  with  the  purchasing  agency, 
whether  it  be  clinic  services  purchased  by  the  Department  of 
Public  Welfare  or  residential  treatment  programs  supported  by 
the  Department  of  Youth  Services.    The  Commission's  responsibil- 
ity is  to  design  a  reimbursement  methodology  which  supports  and 
furthers  the  program  objectives  of  the  purchasing  agency. 

In  this  role,  Commission  staff  necessarily  works  very 
closely  with  staff  of  the  purchasing  agency  to  understand  pro- 
gram intent  and  to  design  compativle  reimbursement  methodologies. 
Examples  of  the  often  very  close  and  continuous  relationships 
that  exist  are  the  collaborative  efforts  that  have  produced  the 
regulations  governing  Core  Evaluations  under  Chapter  "J66  of  the 
Acts  of  1972  (Special  Education),  pharmacy,  family  planning 
services,  and  telemedicine ,  as  well  as  changes  in  the  Commis- 
sion's long-term  care  facility  regulation. 

(3)  During  fiscal  1976,  a  number  of  relationships  developed, 
demonstrating  the  use  of  Commission  authority  and  expertise  in 
furtherance  of  regulatory  policy  of  other  agencies.    Two  parti- 
cular examples: 

(a)  Determination  of  Need; 

(b)  Blue  Cross  Premiums. 

[More  examples  can  be  found  in  Part  I,  SECTIONS  D,  ('4) (a) 
Bureau  of  Planning  and  Analysis  and  D,  k6  -  Accounting  Policy  Unit.] 

(a)  Determination  of  Need:    Under  Commission  regulations, 
health  providers  may  obtain  rate  adjustments  for  costs 
associated  with  completion  of  capital  projects  approved 
by  the  Department  of  Public  Health  under  the  deter- 
mination of  need  program  (DON).    As  applications  for 
such  adjustments  were  received,  Commission  staff  found 
serious  discrepancies  between  project  costs  as  reported 
to  the  Commission  and  project  costs  initially  approved 
by  the  Department. 


-57- 


After  lengthy  consultations  "between  the  agencies, 
a  revised  financial  reporting  form  was  developed  as  part 
of  the  DON  application,  and  a  procedure  devised  by  which 
the  two  agencies  will  cooperatively  determine  and  verify 
the  maximum  costs  permitted  for  reimbursement  purposes 
for  DON -approved  projects.     The  joint  process  will  assure 
that  the  Department  estimates  costs  associated  with  the 
DONproject  with  reasonable  accuracy  and  that  providers 
do  not  incur  unapproved  overruns  in  the  allowed  costs. 

The  Commission  also  performs  a  two-phased  financial 
review  of  DON  applications.     First,  a  computation  is 
made  of  the  impact  that  the  incremental  capital  costs 
of  the  project  will  have  on  the  various  third  party  re- 
imbursers.     Secondly,  Commission  staff  evaluates  appli- 
cations for  financial  feasibility.     This  information  is 
submitted  to  the  Public  Health  Council  to  assist  its 
members  in  their  decisions  on  determination  of  need 
applications  made  by  providers. 

(b)  Blue  Cross  Premiums:    Under  the  provisions  of  G.L. 

C.176A,  the  Commissioner  of  Insurance  is  responsible  for 
the  prior  approval  of  proposed  increases  in  Blue  Cross 
non-group  premiums.     Evaluation  of  premium  increases  re- 
quires application  of  actuarial  expertise.     In  addition, 
though,  such  an  evaluation  requires  knowledge  about  pro- 
vider cost  behavior  and  service  utilization.     For  example, 
in  determining  a  premium  increase,  some  assumptions  must 
be  made  about  hospital  cost  increases  to  be  anticipated. 
Recognizing  the  Commission's  expertise  in  the  field  of 
provider  cost  behavior,  the  Commissioner  of  Insurance  has 
invited  the  Rate  Setting  Commission  staff  to  participate 
in  his  evaluation  of  proposed  Blue  Cross  non-group  in- 
creases.   The  collaboration  between  the  two  agencies  per- 
mitted the  Insurance  Commissioner  to  conduct  his  review 
with  a  greater  breadth  of  information  available  to  him. 
This  collaboration  began  during  fiscal  1975  and  continued 
on  after  the  end  of  the  fiscal  year.    In  this  process, 
particular  use  is  made  of  hospital  budget  submissions 
under  Chapter  k2h. 

In  all  these  various  ways,  the  Commission  coordinates  its  rate-making  author- 
ity with  the  rule-making  authority  of  other  agencies .    This  coordination  is  of 
critical  importance  both  to  assure  the  integrity  of  regulatory  processes  and  to 
avoid  the  imposition  of  conflicting  and  contradictory  demands  on  providers. 
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V.    PROPOSEV  LEGISLATION 


The  Commission  is  making  only  one  legislative  proposal   (Appendix  G) 
for  the  1977  session  of  the  General  Court.    This  is  a  bill  eliminating 
the  requirement  imposed  by  G.L.  c.6A,  s.36  that  all  rates  set  by  the 
Rate  Setting  Commission  be  subject  to  the  appeals  process. 

In  particular,  the  bill  excludes  from  the  appeals  process  interim 
rates  set  for  long  term  care  facilities,  since  those  rates  are  later 
superceded  by  final  rates  set  by  the  Commission.     Any  difference 
between  the  interim  rate  and  the  final  rate  is  settled  and  all  final 
rates  are  subject  to  the  appeals  process. 

The  Governor's  Management  Task  Force  recommended  such  a  change 
in  the  law  and  estimated  an  annual  savings  of  $45,000  to  the 
Commonwealth  through  a  projected  decrease  of  300  appeals  cases 
annually . 


-59- 


■     r'U'  IfX 


STEPHEN   M,  WEINER 
Chairman 

SHELDY  P.  MUDARRI 
COMMISSIONED 

ANDREW  H.  NIGHSWANDER 
Commissions 


One  St/Mm  'ton  0/ace,    djotfon,  Alette.  02'/ OS 


rfrca  %clc  (0/7)  727-'// 50 

November  1,  1976 


The  iionorable  Paul  Guzzi 
Secretary  of  State 
One  Asliburton  Place 
Boston,  Massachusetts 

Dear  Mr.  Guzzi: 

In  accordance  with  section  23  of  Chapter  30  of  the  General  Laws 
as  amended,  a  recommendation  for  legislation  is  submitted  Herewith, 
together  with  a  draft  of  tae  bill  embodying  the  legislation  recom- 
mended.    The  form  thereof  lias  been  approved  by  the  counsel  for  the 
house  of  Representatives. 

Sincerely  yours, 

/  /l     ,  '  -  / 
Stephen  M.  Weiner 
Chairman 

hhS/beg 
Knc . 


-60- 


Rate  Setting  Commission  Legislative  Recommendation  for  1977 

AN  ACT  RELATIVE  TO  APPEALS  FROM  INTERIM  RATES  ESTABLISHED  iiY  THE  RATE 
SETTING  COMMISSION. 

This  legislation  will  foreclose  appeals  from  the  interim  rate  of 
payment  allowing  full  appeal  rights  regarding  final  rates  of  payment. 
Adequate  adjustment  processes  presently  exist  regarding  interim  rates 
of  payment.     The  existing  appeal  mechanism  for  interim  rates  is 
redundant  and  creates  unnecessary  administrative  expense. 
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AVPENVICES 


-62- 


APPENVIX  A 

MASSACHUSETTS  RATE  SETTING  COMMISSION 
REGULATIONS  PROMULGATED  DURING  FISCAL  YEAR  1976 


BUREAU  OF  LONG  TERM  CARE  FACILITIES: 


Ik  CHSR  201 


Rates  of  Payment  to  Long  Term  Care 
Facilities  to  be  Paid  to  All  Govern- 
mental Units  for  Services  Rendered 
to  Publicly -Aided  Patients 


As  an  Emergency  Regulation 
BUREAU  OF  HOSPITALS  AND  CLINICS: 


Ih  CHSR  3 


Ik  CHSR  U 


Ik  CHSR  5 


Ik  CHSR  6 


Emergency  Reg. 
Ih  CHSR  7 


Prospective  Inpatient,  Outpatient, 
and  Well  Newborn  Rate  Determination 
for  Hospitals  for  Publicly-Aided 
Patients 

System  for  Review  and  Approval  of 
Hospital  Charges 

As  an  Emergency  Regulation 

Amendments  to  1^  CHSR  k 

As  Emergency  Amendments 

Prospective  Rate  and  Charge  Deter- 
mination for  Health  Care  Facilities 
Operated  by  the  Departments  of 
Public  Health,  Mental  Health,  Counties 
of  the  Commonwealth,  and  Soldiers' 
Homes 

As  an  Emergency  Regulation 

Inpatient,  Outpatient  Hospital 
Industrial  Accident  Rate  Determination 

General  Relief  Life  Sustaining  Drug 
and  Medication  Rate  Determination 


BUREAU  OF  COMMUNITY  AND  HOME  HEALTH  AGENCIES 


Ih  CHSR  302 


lU  CHSR  303 


Rates  of  Payment  for  Adult  Day  Care 
Services  to  the  Aged  and  Disabled 
After  January  1,  1975 

Rates  for  Services  Provided  by 
Home  Health  Agencies 


FILED 


May  21,  1976 


February  13,  1976 


September  26,  1975 


October  29,  1975 

August  1,  1975 
July  19,  1976 
April  23,  1976 
January  26,  1976 


October  i6,  1975 
January  30,  1976 

April  8,  1976 


July  8,  1975 


July  16,  1975 
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IIASSACHUSETTS  RATE  SETTING  COMMISSION  REGULATIONS  PROMULGATED  IN  FISCAL  1976  continued 


BUREAU  OF  COMMUNITY  AND  HOfffi  HEALTH  AGENCIES 


Ik  CHSR  30U 

Emergency  Reg. 
lU  CHSR  306 

lU  CHSR  307 
lU  CHSR  303 


lk  CHSR  309 


Rates  for  Neighborhood  Health 
Centers  and  Mental  Health 
Centers 

Rates  for  Eunice  Kennedy  Shriver 
Center  for  Mental  Retardation,  Inc. 

Rates  for  Psychiatric  Day  Treatment 
Center  Services 

Rates  for  Free-standing  Clinics 
Providing  Abortion  and  Steriliza- 
tion Services  to  Publicly-Aided 
Patients 

Rates  of  Payment  to  Eligible 
Providers  of  Outpatient  Tuberculosis 
Control  Services 


3UREAU  OF  NON-INSTITUTIONAL  MEDICAL  PROVIDERS 


Ik  CHSR  U00 
Ik  CHSR  1+02 
Ik  CHSR  U03 
Ik  CHSR  kOk 
Ik  CHSR  U05 

Ik  CHSR  k06 

Ik  CHSR  U07 

Ik  CHSR  kOd 
Ik  CHSR  U09 


General  Provisions  of  the  Bureau  of 
Non-Institutional  Medical  Providers 

Rates  for  Chiropractic  Services 
*AmendmBnt  to  Section  U02.08(c) 

Rates  for  Psychological  Services 
^Amendment  to  Section  ^03-07(c) 

Rates  for  Dental  Services 

* Amendment  to  Section  kOk  . 07(c) 

Rates  for  Vision  Care  and  Ophthalmic 
Materials 

^Amendment  to  Section  U05. 09(c) 

Rates  for  Surgery  and  Related 
Anesthesia  Care 

Rates  for  Medical  and  Related 
Anesthesia  Care 

Rates  for  Radiology  Care 

Rates  for  Outreach  Medical  Care 
Services 


September  15,  197 

October  2,  1975 
December  31,  1975 
March  1,  1976 

June  1,  1976 


July  21,  1975 


September  29,  197 
January  13 ,  1976 

July  8,  1975 
January  13,  197 6 


January  13,  1976 
September  22,  197 
January  13,  1976 
April  8,  1976 

April  3,  1976 

April  0,  1976 
August  5,  197$ 


* Amendments  intended  to  recognize  the  provisions  of  SECTION  25G  of  Chapter  68U . 
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APPEhtOlX  A 

MASSACHUSETTS  RATE  SETTING  COMMISSION  REGULATIONS  PROMULGATED  III  FISCAL  1976  continued 


BUREAU  OF  NON-INSTITUTIONAL  MEDICAL  PROVIDERS:  (continued) 


lk  CHSR  UlO 
lk  CHSR  hl2 


lk  CHSR  1*13 
lk  CHSR  klk 
lk  CHSR  1*15 

*    Amendments  to  Regulations 

*  #73-2 

*  #73-21 


Rates  for  Clinical  Laboratory 
Services 

Rates  for  Durable  Medical  Equip- 
ment Including  Prosthetic  and 
Orthotic  Devices 
As  Emergency  Regulation 

Rates  for  Hearing  Aid  Dealers 

Rates  for  Private  Duty  Nursing  Care 

Rates  for  Free-standing  Surgical 
Day  Care  Centers 
As  Emergency  Regulation 


*  #73-22 

*  #73-23 

*  #73-21+ 


*  « 


VJk-29 


Physical  Therapy  s.  6(c) 

Podiatric  Care  s.  2.1(c) 

Radiology  Services 

Medical  and  Related 
Anesthesia  Services 

Surgery  and  Related 
Anesthesia  Services 

Private  Duty  Nursing    s.  2.1(c) 


s.  2.2 
s.  2.1(c) 

s.  2.13(c) 


BUREAU  OF  EDUCATIONAL  AND  SOCIAL  SERVICES 


lk  CHSR  500 
Ik  CHSR  501 

Ik  CHSR  502 

Ik  CHSR  503 


Accommodations  Programs,  Amendments 

Standard  Purchase  Program, 
Amendments 

Provider  Sub-Purchase  Programs , 
Amendments 

Day  Care  Services,  Amendments 


*Amendments  intended  to  recognize  the  provisions  of  SECTION 
of  Chapter  68U. 


FILED 
September  25,  1976 

July  8,  1975 

February  13,  1976 
February  13,  1976 
February  13,  1976 
March  5,  1976 
September  k,  1975 

January  13,  1976 

January  13,  1976 

January  13,  1976 

January  13,  1976 

January  13,  1976 

January  13,  1976 

June  8,  1976 
May  6,  1976 

June  8,  1976 

February  12,  1976 
25G 
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APPENOIX  A 

MASSACHUSETTS  RATE  SETTING  COMMISSION  REGULATIONS  PROMULGATED  III  FISCAL  1976  Continm 


BUREAU  OF  ADMINISTRATIVE  SERVICES 


FILED 


lU  CIISR  601 


Rates  for  Certain  Social, 
Rehabilitative,  and  Educa- 
tional Services 


December  12,  1975 


Ik  CHSR  602 


As  an  Emergency  Regulation 

Rates  for  Certain  Health  Care 
Services  under  a  Written  Agree- 
ment 


July  10,  1975 
May  21,  1976 


As  an  Emergency  Regulation 


February  12,  1976 
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DATiZ 


APPENDIX  B 

MASSACHUSETTS  RATE  SETTING  COMMISSION 
PUBLIC  HEARINGS  DURING  FISCAL  19 76 

SUBJECT 


July  15,  1975 
July  16,  1975 
July  18,  1975 
July  25,  1975 
August  18,  19  75 
August  22,  1975 
August  29,  1975 
Octooer  3,  1975 
October  17,  1975 
October  17,  1975 
October  20,  1975 
October  24,  iy75 
October  27,  1975 
October  31,  19  75 
November  20,  1975 
November  21,  1975 
November  21,  1975 
November  21,  1975 
December  5,  1975 

December  17,  1975 
December  17,  1975 
December  17,  1975 


VISION  CARL 
CLINICAL  LABORATORIES 
DENTAL  CARE  SERVICES 
MENTAL  HEALTH  SERVICES 
DURABLE  MEDICAL  EQUIPMENT 

BLUi-  CROSS  hOSPITAL  REIMBURSEMENT  AGREEMENT  KA-26 

INPATIENT/OUTPATILNT/WELL  NEWBORN  PROSPECTIVE  HOSPITAL  RATES 

SYSTEM  FOR  REVIEW  AND  APPROVAL  OF  HOSPITAL  CHARGES 

SOCIAL,  REHABILITATIVE  AND  EDUCATIONAL  PROGRAMS 

FREE-STANDING  SURGICAL  DAY  CARE  CENTERS 

DAY  CARE  CENTER  PROGRAMS 

HEARING  AID  DEALERS 

NEIGHBORHOOD  HEALTH  CENTERS 

PRIVATE  DUTY  NURSING  CARE 

DAY  CARE  CENTER  PROGRAMS 

ACCOMMODATIONS  PROGRAMS 

PROVIDER  SUB-PURCHASE  PROGRAMS 

STANDARD  PURCHASE  PROGRAMS 

RATES  AND  CHARGES  FOR  STATE  AND  COUNTY  HOSPITALS 
AND  SOLDIERS'  HOMES 

MEDICAL  AND  RELATED  ANESTHESIOLOGY 

SURGICAL  AND  RELATED  ANESTHESIOLOGY 

RADIOLOGY 


APPENDIX  3 

MASSACHUSETTS  RATE  SETTING  COMMISSION  PUBLIC  HEARINGS  HELD  IN  FISCAL  1976  continued 


DATE 

January  5,  Tj76 
January  9,  1976 
February  2,  1976 

March  12,  1976 
April  16,  1976 
April  16,  1976 
June  1,  1976 
June  1,  1976 
June  11,  1976 


SUBJECT 

HOSPITAL  INDUSTRIAL  ACCIDENT  RATES 

FREii-STANDING  CLINICS  PROVIDING  ABORTION  AND  STERILIZATION 

AMENDMENTS  TO  REGULATIONS: 
#73-2,  #73-21,  #73,22,  #73,24,  #74,29, 
14  CLSR  402,  14  CHSR  403,  14  CHSR  404,  14  C11SR  405 

LONG  TERM  CARE  FACILITIES 

CERTAIN  HEALTH  CARE  SERVICES  UNDER  A  WRITTEN  AGREEMENT 
OUTPATIENT  TUBERCULOSIS  CONTROL  SERVICES 
GENERAL  RELIEF  LIFE  SUSTAINING  DRUG  AND  MEDICATION 
SYSTEM  FOR  REVIEW  AND  APPROVAL  OF  HOSPITAL  CHARGES 
PODIATRIC  CARE 
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AVPENVTX  C 

MASSACHUSETTS  RATL  SETTING  COMMISSION 
FINANCIAL  STATEMENT  FOR  FISCAL  YEAR  1976 


APPROPRIATION 
DISBURSEMENTS 
ENCUMBRANCES 
REVERSIONS 


Fiscal  Year  1975 
First  Year  of  Operation 

$1,094,751. 

946,683. 

15,964. 

132,104. 


$1,094,751. 


Fiscal  Year  1976 
Second  Year  of  Operation 

$  814,415. 

772,203. 


42,207. 
$  814,415. 


ANALYSIS  OF  DISBURSEMENTS 


Fiscal  Year  1975 


Fiscal  Year  1976 


Salaries,  Permanent 

Salaries,  Temporary 

Services,  Non- employees 

iieat,  Ligut  &  otner  Plant 
Operations 

Travel 

Advertising  &  Printing 

Repairs  &  Maintenance 

Office  &  Administrative  Expenses 

Equipment 

Rentals 


$  780,020. 
27,332. 
30,183. 

4,269. 
14,967. 

5,102. 
706. 
30,296. 

7,409. 
46,399. 


$  654,438. 
34,739. 
40,778. 


9,325. 
2,995. 
899. 
29,034. 


$  946,683, 


$  772,208. 
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APPEWIX  V 

MASSACHUSETTS  RATS  SETTIIIG  COMMISSION 
ADVISORY  RULINGS  -  FISCAL  YEAR  1976 

-BUREAU  OF  LONG  TERM  CARE  FACILITIES- 


DESIGNATION 
AR-18-75 
AR-19-75 
AR-20-75 
AR-21-75 
AR-22-75 
AR-23-75 

AR-2U-T5 

AR-25-75 

AR-26-75 

AR-27-75 

AR-23-75 

AR-l-76 

AR-2-76 

AR-3-76 

AR-i+-76 

AR-5-76 

AR-6-76 

AR-7-76 
AR-ti-76 
AR-9-76 


SUBJECT  MATTER 

Laundry  Service 

Fireman/Watchman 

Physical  Therapist 

Pension  Plan  Funding  Media 

Change  of  Ownership 

Nursing  Assistants'  Course 
Educational  Allowance 

Equity  Allowance 
Allowable  Lease  Costs 

Educational  Allowance  for 
Educational  Seminar 

Educational  Allowance  for 
Educational  Seminar 

Life  Safety  and  Physical 
Environment 

Chaplains'  Services 

Sale  of  Partnership  Interest 

Sale  of  Capital  Stock 

Patient  Education 

Pharmaceutical  Consultant 

Life  Safety  Closing 

Multi-Level  Facilities 
Separate  Rates 

Laundry  Service 

Capital  Expenditure 

Sale  of  Stock 


DATE  ISSUED 
July  2h,  1975 
August  k ,  1975 
September  2,  1975 
September  2,  1975 
September  9,  1975 
September  10,  1975 

September  29,  1975 

October  9,  1975 

October  l6,  1975 

December  2h  ,  1975 

December  31,  1975 
January  22,  1976 
January  13,  1976 
January  22,  1976 
February  13,  1976 
February  27,  1976 
February  25,  1976 

February  25 ,  1976 
February  27 ,  1976 
February  27,  1976 
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APPEMPIX  V 

MASSACHUSETTS  RATE  SETTING  COMMISSION  ADVISORY  RULINGS  -  FISCAL  YEAR  1976 

-  BUREAU  OF  LONG  TERM  CARE  FACILITIES  - 

DESIGNATION  SUBJECT  MATTER  DATE  ISSUED 


AR-10-76 

Motor  Vehicle  Expense 

February  27,  1976 

AR-11-76 

Social  Workers 

February  27,  1976 

AR-12-76 

Contributed  Capital 

March  U ,  1976 

AR-13-76 

Retroactive  Labor  Settlement 

April  5,  1976 

AR-1U-76 

Occupancy  Exception 

April  5,  1976 

AR-15-76 

Educ at ion 
(Amended) 

April  29,  1976 
May  7,  1976 

AR-16-76 

Continuing  Education 

May  7,  1976 

AR-17-76 

Food  Supervisors'  Education 

May  7,  1976 

AR-18-76 

Medical  Directors'  Seminar 

May  7,  1976 

AR-19-76 

Continuing  Education 

May  7,  1976 

AR-20-76 

Basis  of  Capital  Assets  - 
Eminent  Domain 

June  10,  1976 

-  BUREAU  OF  COMMUNITY  AND  HOME  HEALTH 

AGENCIES  - 

CHHA-1-76 

Rates  for  Adult  Day  Care 

January  6 ,  1976 

CHHA-2-76 

Contracted  Therapy  Services 

April  15,  1976 

-  BUREAU  OF  NON-INSTITUTIONAL  MEDICAL 

PROVIDERS  - 

MAR-1-75 

Restorative  Therapy  Consultants 

December  12,  1975 

MAR-1-76 

Corrections  to  MAR-1-75 

February  19,  1976 

MAR-2-76 

Purchase  of  Durable  Medical 
Equipment 

March  15,  1976 

APPENDIX  V 


MASSACHUSETTS  RATE  SETTING  COMMISSION  ADVISORY  RULINGS  -  FISCAL  YEAR  1976 


-  BUREAU  OF  HOSPITALS  AND  CLINICS  - 


DESIGNATION 
HAR-2-75 
HAR-3-75 


HAR-1-76 
HAR-2-76 

KAR-3-76 
HAR-U-76 
HAR-5-76 

HAR-6-76 

IIAR-7-76 


SUBJECT  MATTER 
Consulting  Contracts 

Comprehensive  Adult  Day  Care 
Program  of  Health  Care  for, 
Among  Others,  Elderly  Recip- 
ients of  Welfare  Assistance 

Mergers 

Deferred  Compensation  - 
Acceptably  Funded  Salary 
Reduction  Program 

Lease  of  Parking  Facility 

Leasing  Costs 

Costs  Associated  with 
Coordinated  EMS  Project 

Hospital  Owned  Long  Term  Care 
Facilities 

Public  Medical  Institutions 


DATE  ISSUED 
August  1,  1975 
December  2h ,  1975 


February  27,  1976 
February  27,  1976 


March  11,  1976 
April  20,  1976 
June  21,  1976 

June  25,  1976 

June  25,  1976 
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APPENVIX  E 

MASSACHUSETTS  RATE  SETTING  COMMISSION 

STAFF  DURING  FISCAL  1976 
STATE  EMPLOYEES 


-COMMISSIONERS- 


POSITION  NAME: 


RSC  STAFF  PERRON 


Commissioner  and  Chairman 

Commissioner 

Commissioner 


Stephen  M.  Weiner 
Andrew  II.  Nighswander 
Shelby  P.  Mudarri 


-DIRECTORS- 

Bureau  of  Hospitals  and  Clinics 

Bureau  of  Long  Term  Care  Facilities 

Bureau  of  Community  and  Home  Health  Agencies 

Bureau  of  Non-Institutional  Medical  Providers 

Bureau  of  Educational  and  Social  Services 

Bureau  of  Planning  and  Analysis 


John  Lennon 
Joel  Abrams 
George  Lamantea 
Melvin  Green 
Dianne  Volman* 
(Timothy  Taylor) 


-LEGAL- 


General  Counsel 
Counsel  II 
Counsel  II 

Counsel  I 


Peter  Leone 
Edward  Dailey 
Manuel  Farber* 

(Nathalie  Gilfoyle) 
Nathalie  Gilfoyle 


-ADMIHISTRATIVE- 


Executive  Secretary 

Director,  Administrative  Services 

Head  Administrative  Assistant 

Administrative  Assistant 

Statistician 


John  Daley 
Joseph  Steinberg 
Seymour  Silberberg 
Louise  Norcott 
Faith  Beall 


-AUDIT  ADMINISTRATION- 


Supervisor  of  Audits,  Long  Term  Care 
Supervising  Accountant,  Long  Term  Care 
Supervising  Accountant,  Long  Term  Care 
Supervising  Accountant,  Long  Term  Care 
Supervising  Accountant,  Hositals  and  Clinics 
Supervising  Accountant,  Educational  and  Social 


James  Sullivan 
Joseph  Bastek 
Lester  Fox 
John  Lawlor 
John  Ciampa 
Gilbert  Simas 


*left  during  fiscal  year 
( )  filled  vacancy 


APPENDIX  E 

MASSACHUSETTS  RATE  SETTING  COMMISSION 

STAFF  DURING  FISCAL  1976 
STATE  EMPLOYEES 
Continued 


POSITION  NAME : 


RSC  STAFF  PERSON 


-  AUDIT  - 


Senior  Accountant,  Long  Term  Care 
Senior  Accountant,  Long  Term  Care 
Senior  Accountant,  Long  Term  Care 
Senior  Accountant ,  Hospitals  and  Clinics 
Senior  Accountant,  Hospitals  and  Clinics 
Senior  Accountant,  Long  Term  Care 
Senior  Accountant ,  Long  Term  Care 
Semi-Senior  Accountant ,  Community  and 

Home  Health  Agencies 
Semi-Senior  Accountant,  Long  Term  Care 
Semi -Senior  Accountant,  Community  and 

Home  Health  Agencies 
Semi-Senior  Accountant ,  Educational  and 

Social  Services 
Semi-Senior  Accountant ,  Long  Term  Care 
Semi-Senior  Accountant ,  Hospitals 
Semi-Senior  Accountant 


Clinics 
Lonn;  Term  Care 


Semi-Senior  Accountant ,  Administrative  Services 


Walter  Anzoni 
Joseph  Beck 
Llewllyn  Boscomb 
John  Conucl 
Dominick  Kulch 
Herbert  Leyton 
John  Marcella 
Wilfred  Burke 

James  Collins 
Elliott  Freedman 

John  Gottlieb* 

Robert  Mercuri* 
Gregory  Orsini* 
Richard  Parella 
Elton  True* 


-  CLERICAL  - 


Administrative  Secretary 
Principal  Clerk,  Long  Term  Care 
Principal  Clerk,  Planning  and  Analysis 
Principal  Clerk,  Community  and  Home 

Health  Agencies 
Principal  Clerk,  Educational  and  Social  Services 
Principal  Clerk,  Legal  Department 

Principal  Clerk,  Long  Term  Care 
Senior  Clerk  and  Stenographer 
Senior  Clerk 


Karen  Hart 
Theresa  Brutza 
Ruth  Collins 


Suzanne  Hog an 
Mary  Lonergan* 
(Brenda  Gomes) 
Louise  Mooney 
Maureen  Mooney 
Brenda  Huggins* 


*left  during  fiscal  year 
( )  filled  vacancy 
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APPENVU  £ 

MASSACHUSETTS  RATE  SETTING  COMMISSION  STAFF  DURING  FISCAL  1976 
BLUE  CROSS  CONTRACT  EMPLOYEES 


POSITION  TITLE 


Audit  Managers 


AUDIT  ADMINISTRATION  &  ANALYSIS  - 


Audit  Supervisors 


RSC  STAFF  PERSON: 


Thomas  Cronin 
Thomas  Gagnon 
Warren  Silbovitz 
David  Telegen 

William  Brady 
John  Doucette 
John  Lively- 
Richard  Namenson 
Edward  Was son 


-  FIELD  AUDIT  - 


Senior  Accountants 


Semi-Senior  Accountants 


Staff  Accountants 


Abraham  Alford 
Gerald  Bellavia 
Joseph  Halliwell 
Fred  Lomas 
Ralph  Martone 
Roger  McCann 
Martin  McNamara 
Donald  Mulligan 
Robert  O'Connor 
Kirk  Sayian 
Joseph  Tyborowski 
Ronald  Young 

William  Baldwin 
Stephen  3rutza 
Paul  Chapdelaine 
Richard  LaCava 
Richard  Liberatore 
Joseph  Mazur 
Vincent  Murdock 
Hyman  Sheinfield 
James  Simms 

Peter  Arnone 
William  Callaghan 
Peter  Chan 
George  Lawlor 
Robert  Mercuri 
Thomas  Shannon 
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APPEAfl'IX  £ 

MASSACHUSETTS  RATE  SETTING  COMMISSION  STAFF  DURING  FISCAL  197<5 

BLUE  CROSS  CONTRACT  EMPLOYEES 
continued 


POSITION  TITLE 


RSC  STAFF  PERSON 


-  AUDIT  &  ANALYSIS  - 


Budget  Analysts 


Carol  Crossen** 
June  DiDonato 
Sally  Foster  ** 

David  Gottlieb 
Robert  Ingala** 
Russell  Kopp** 
Harry  Lindnark 
Paul  Smith 
Wayne  Woodford 


Assistant  Budget  Analysts 


Cheryl  Goodman** 
Louis  O'Neill** 


-  PLANNING  3s  ANALYSIS  - 


Research  Analysts 


Joseph  Broderick 
Kathleen  Connors 
Joseph  Duffy 
Cara  Finnegan 
Frank  Gordon* 
Marika  Gordon* 
Robert  Luongo  (CETA) 
Shirley  McEvoy 
Joseph  Neal 
Dorothy  Puhy 
Anthony  Roman 
Ronald  Sanfield 


CLERICAL  - 


Secretaries 


Barbara  Clark 
Gale  Day 

Annnarie  Dickson** 
Beatrice  Dionne 
Selina  Larkin 
Judith  Ryan 


Senior  Clerk 
Clerk  Typist 


Carolyn  Lipsett 
Jean  Moore 


*not  on  staff  on  last  quarter 


**employed  during  last  quarter 
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mm  goverpjoits  management  task  force  1976 

TIIE  COMMONWEALTH  OF  MASSACHUSETTS 


77 


RATE  SETTING  COMMISSION 

The  Rate  Sotting  Commission  (KSC)  is  responsible  for 
establishing  fair,  reasonable  and  adequate  rales  for  ,i 
broad  range  of  medical,  educational,  rehabilitative  and 
social  services  purchased  by  other  agencies  in  connec- 
tion with  public  assistance  programs. 

PRESENT  OPERATIONS 

The  commission  consists  of  three  full-time  commission- 
ers and  five  statutory  bureaus  —  Hospitals  and  Clinics, 
Long-Term  Care  Facilities,  Non-Institutional  Providers, 
Educational  and  Social  Service  Rales  and  Community 
and  Home  (Health  Agencies.  The  organization  also 
includes'lhe  Bureau  of  Administrative  Servic  es,  Bureau  of 
Planning  and  Analysis,  Legal  Department  and  Account- 
ing Policy  Unit.  Total  employment  is  loo  persons  while 
the  fiscal  1975  expenditures  amounted  to  $  1  .9-million, 
including  the  Blue  Cross. 

APPRAISAL 

The  internal  operations  of  the  commission  are  hampered 
by  the  fact  that  all  of  the  five  statutory  bureaus  report  to 
eac  h  ot  the  three  c  ommissioners,  causing  muc  h  duplicate 
activity.  The  administrative  area  is  overstaffed  and  some 
of  the  audit  procedures  need  improvement.  1  he  right  to 
appeal  even  interim  rates  results  in  a  great  deal  of  ad- 
ministrative effort  and  cost. 


RECOMMENDATIONS 


68. 


Restructure  the  Rate  Setting  Commission. 


Under  the  present  organization,  all  five  statutory  bureaus 
report  individually  to  (he  three  commissioners  resulting 
in  confusion  and  inefficiency.  In  addition,  the  administra- 
tive function  still  reflects  the  concepts  and  staffing  levels 
needed  prior  to  the  advent  of  full-time  commissioners 
>hree  of  the  statutory  bureaus  are  relatively  small  and 
could  benefit  from  a  consolidation  of  activities. 
In  order  to  clarify  the  reporting  lines  of  authority  in  the 
commission,  the  chairman  should  become  responsible 
for  the  statutory  bureaus,  Legal  Department,  Bureau  of 
Administrative  Servic  es,  Bureau  oi  Planning  and  Analysis 
anc  Accounting  Policy  Unit.  The  second  commissioner 
-  the  CP  A.  —  would  advise  the  Ac «  minting  Poli,  y  Unit 
and  the  third  commissioner  would  advise  the  Bureau  of 
Planning  and  Analysis. 

In  order  to  provide  more  effective  supervision  of  the  audit 
functions  of  the  statutory  bureaus,  three  of  them  should  be 
combined  into  a  new  Bureau  of  Service  Providers  They 
would  be  the  existing  Bureaus  of  Non-Institutional  Pro- 
viders, Educational  and  Social  Service  Rates  and  Com- 
munity and  Home  Health  Agencies.  Implementation  will 
provide  an  annual  saving  of  $37,000  by  eliminating  two 
director  positions. 


finally,  the  administrative  functions  of  ||«.  commissi  ,J 
should  be  streamliner]  to  „.f|P(  t  ||ic'(  flange  in  respons.bil- 
iiv  caused  by  the  appointment  of  full-time  commission- 
ers Ihe  existence  of  a  chairman  now  makes  the  position 
of  Executive  Set  ret.iry  unnecessary  The  c  onlract  review 
flint  lion  performed  by  the  Assistant  to  the  Executive  Sec- 1 
retarv  should  he  transferred  to  the  propyl  Bureau  of 
Provider  Services.  This  assistant  should  be  raided  Execu- 
tive Stall  Assistant  lor  Administrative  Services  and  the 
posit, on  of  due.  tor  in  the  lluieau  of  Administrative  Ser- 
vi.  es  eliminated.  Implementation  will  result  in  an  annual 
saving  of  $17,000  and  an  annual  cost  avoidance  of 
$2.5,000. 

69.    Explore  methods  to  encourage  nursing  homes 
to  increase  their  occupancy  rales. 

"  Wars  that  man*  of  the  people  receiving  benefits 
under  public  assistance  programs  are  being  kept  in  acute 
enre  hospitals  for  unnecessarily  long  periods.  This  is  be- 
cause  the  rate  structures,  as  perceived  by  the  nursing 
home  operators,  do  not  offer  sufficient  incentives  for  such 
facilities  to  accept  public  assistanc  e  recipient  as  patients 
The  rates  for  long-term  care  facilities  are  arrived  at  uti- 
lizing a  93%  base  occupancy  rate. 

Long-term  care  facilities  which  have  achieved  a  <H% 
occupant  y  ratio  are  reluctant  to  admit  public  assistance 
clients  directly  from  hospitals  bee  ause  they  feel  the  diffi- 
culties in  maintaining  an  oc  cupancy  rale  above  the  937* 
level  outweigh  the  benelns  received,  thus,  the  existing 
schedule  has  ,„oven  to  be  an  insulin  ,e.,l  ,n.  enlive  to' 
move  patients  from  ac  ule  (  are  hospitals  to  long.lei  rn  c  are 
facilities.  Ihe  state  should  explore  various  methods  to 
encourage  nursing  homes  lo  increase  their  occupancy 
rates  above  93%  as  a  means  of  reducing  overall  hospital- 
ization costs. 

70.  Investigate  Ihe  possibility  of  including  an  im- 
puted land  carrying  cost  in  (he  rate  base  for 
state  hospitals. 

The  c  barges  lor  state  hospitals  are  based  on  actual  operat- 
ing expenses  plus  a  loading  factor.  The  higher  the 
charges,  the  greater  the  amount  of  federal  reimburse-  ' 
ment.  However,  as  land  is  not  a  depreciable  asset,  it 
cannot  be  included  as  part  of  the  loading  factor.  Private 
industry  gets  around  this  limitation  by  using  its  land  as  an 
asset  on  which  to  borrow  money  and  adding  the  interest 
costs  to  the  loading  factor.  Since  the  state  pays  for  its  land 
outright,  it  loses  the  opportunity  to  have  land  carrying 
costs  as  part  of  its  rate  base. 

A  study  should  be  made  to  determine  the  possibility  of 
adjusting  the  rate  base  lor  stale  hospitals  to  include  an 
imputed  land  carrying  cost.  A  charge  of  f>C?  ,s  recom- 
mended to  conform  to  the  stale's  borrowing  c  ostS,  Addi- 
tional federal  reimbursement  of  SSOH.OOO  per  year  is 
possible,  but  this  amount  is  not  claimed  pending  legal 
review  of  the  proposal. 
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71.  Develop  capital  cos!  data  (o  increase  the  rale, 
base  for  the  Department  of  Mental  Health. 

When  computing  charges  for  the  department,  I  ho  com* 
mission  includes  a  depreciation  figure  in  ihe  cost  l)ase. 
However,  ihe  available  data  are  insufficient,  resulting  in 
less  than  maximum  federal  reimbursement. 

The  department  should  hire  a  consultant  to  develop  his- 
torical capital  coM  records  for  use  by  the  commission  in 
setting  its  rates.  The  one-time  expenditure  would  amount 
to  $50,000.  The  potential  annual  income  is  estimated  at 
$233,000. 

72.  Investigate  the  possibility  of  basing  building  de- 
preciation on  replacement  value. 

A  loading  factor  for  building  depreciation  of  lac  i lilies 
operated  bv  the  Departments  of  Public  Health  and  Mental 
Health  is  included  in  the  cost  basis  for  charge  computa- 
tions. However,  the  amounts  are  based  on  40  year 
straight  line  depreciation  of  the  original  expense  This 
concept  does  not  permit  recovery  of  anything  clo  e  to 
replacement  value. 

Therefore,  procedures  should  be  explored  which  would 
allow  charges  to  be  based  on  replacement  cost  figures.  In 
the  event  Ibis  approach  is  not  legally  acceptable,  meth- 
ods of  accelerated  depreciation  should  he  investigated. 
Implementation  could  result  in  increased  federal  reim- 
bursement amounting  to  more  than  $  1 .5-million  annu- 
ally. This  amount  is  not  claimed  pending  legal  review  of 
the  proposal. 

73.  Establish  ongoing  reviews  of  long-term  care 
facilities  and  consider  freezing  capital  cost 
reimbursement  levels. 

Long-term  care  facilities  arc  extremely  adept  at  identify- 
ing ways  to  increase  their  cost  base,  thereby  raising  the 
rates  established  by  the  commission.  When  an  area  of 
abuse  is  discovered,  new  regulations  are  issued  to  combat 
the  problem.  A  specific  example  is  the  prac  tice  of  chang- 
ing ownership  in  order  to  boost  the  capital  cost  basis  of 
the  facility. 

To  counter  this  practice,  the  commission  should  consider 
freezing  the  capital  cost  reimbursement  level  regardless 
of  ownership  c  hanges.  In  addition,  reports  submitted  by 
the  facilities  should  be  evaluated  regularly  to  identify 
expenses  which  appear  to  increase  more  quickly  than 
normal.  "Ibis  procedure  would  enable  the  Accounting 
Policy  Unit  to  establish  useful  investigation  priorities. 
Savings,  although  substantial,  cannot  be  quantified. 


74.  Study  the  potential  impact  of  a  flat  rale  system 
for  hospitals  and  nursing  homes  as  well  as  the 
potential  for  maximum  reimbursements  in  all 
areas. 

The  use  of  a  cost-based  reimbursement  system  offers  no 
incentives  for  efficient  operation.  As  exposes  increase- 
so  does  ihe  reimbursement  level.  A  study  should  be  un- 
dertaken lodetcrminc  if  a  flat  rale  system  for  hospilalsand 
nursing  homes  would  be  feasible.  It  would  have  to 
include  utilization  review  capabilities  to  ensure  adequate 
patient  care.  If  the  study  proves  sue  cessful,  further  evalua- 
tion should  be  undertaken  to  develop  maximum  reim- 
bursement levels  in  other  areas.  Implementation  could 
prove  of  benefit  in  holding  d,mn  rising  expenditures. 

75.  Deny  the  right  to  appeal  interim  rates  set  by  the 
commission. 

Kales  lor  long-term  t  are  facilities  ,ire  eslablished'in  two 
Mages  —  interim  based  on  submitted  data  and  final  as 
established  by  a<  tual  costs.  Both  rales  can  be  appealed, 
resulting  in  extensive  administrative  work.  Since  it  is  de- 
sirable to  retain  the  concept  ol  interim  and  final  rales  k, 
ensure  (hat  revenue  is  spent  on  patient  care,  the  best 
approach  would  be  to  deny  the  right  of  appeal  in  regard  to 
interim  rales.  Final  rates  would  still  be  appealable  The 
annual  saving  to  be  achieved  by  reducing  ,he  appeal 
caseload  by  a  projected  300  hearings  is  $45,000. 

76.  Improve  the  audit  function  in  Ihe  Bureau  of 
Long-Term  Care  Facilities. 

Approximately  800  fai  ilitics  file  annual  c  est  reports  with 
this  bureau.  Interim  rales  arc-  established  based  on  a  desk 
audit  w,th  subsequent  field  investigations  |„  establish 
I'nal  rates.  The  quality  of  the  audits  is  a  prime  factor  in 
determining  rate  accuracy.  Several  steps  should  be  taken 
to  improve  existing  procedures: 

•  Use  better  measurement  and  control  methods  to  im- 
prove auditor  productivity.  Weekly  time  reports 
should  be  required  to  establish  necessary  criteria. 

•  Formalize  audit  activities  to  ensure  compliance  with 
accepted  audit  standards.  Additional  procedures 
should  include  use  of  standard  questionnaires  audit 
programs  and  worksheets  as  well  as  inc  reased  super- 
visory review  of  audit  woikpapers. 

•  Add  two  positions  to  the  audit  staff  to  provide  belter 
distribution  of  existing  work  loads. 

Implementation  would  require  an  annual  expenditure  of 
about  $23,000  and  should  provide  an  annual  saving  of 
approximately  $800,000.  The  nel  annual  saving  would 
amount  to  $308,000. in  state  and  $308,000  in  federal 
tunas. 
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IN  Till-  YEAR  ONI-  THOUSAND  NINli  I  IL'NDKMl)  AND  SliVliNTY-  SEVEN 


An  Act 


RELATIVE  TO  APPEALS   FROM  INTERIM  RATES 
ESTABLISHED   BY  THE  RATE  SETTING  COMMISSION. 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  in  General  Court  assembled,  and  by  the 
authority  of  the  same,  as  follows: 

SECTION  1.        Section  36  of  chapter  6A  of  the  General  Laws,  as 
appearing  in  section  2  of  chapter  1229  of  the  acts  of  1973, 
is  hereby  amended  by  striking  out,    in  lines  2  and  14, 
respectively,    the  words   "an  interim  rate  or" . 


NOTE.  -  Use  ONE  side  of  paper  ONLY.  DOUBLESPACE.  Insert  additional  leaves,  if  necessary. 


THE  COMMONWEALTH  OF  MASSACHUSETTS 


RATE  SETTING  COMMISSION 
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COLLECTION 


PUBLICATION:  #  10,  047  -  74-200  -  II-  77-  CR 

APPROVED  by  Alfred  C.  Holland,  State  Purchasing  Agent. 


STEPHEN  M.  WEINER 
Chairman 
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Commissioner 

ANDREW  H.   N1GHS WANDER 
Commissioner 


One  S$l/iluv/mi  Boston,  ^laM.  02/08 

Street  %c/e  (6/7)  727-1'/ 50 


November  2,  1977 


His  Excellency,  the  Governor, 

The  Honorable  Senate, 

The  House  of  Representatives, 

The  State  Secretary, 

The  Secretary  of  the  Executive 

Office  of  Human  Services, 
Of  the  Commonwealth  of  Massachusetts: 


Pursuant  to  the  provisions  of  the  Massahcusetts  General  Laws  Chap- 
ter 6A,  section  32,  I  am  submitting  herewith  the  THIRD  ANNUAL  REPORT 
of  the  Massahcusetts  Rate  Setting  Commission,  as  reorganized  by  Chapter 
1229  of  the  Acts  of  1973,  effective  July  1,  1974. 

The  intent  of  this  Report  is  to  reflect  the  reorganized  Commission's 
achievements  and  activities  during  its  third  year  of  operation,  the  year 
ending  June  30,  1977. 

As  required  by  law,  the  Report  contains  a  statement  specifying  the 
management  of  the  Commission's  affairs,  a  detailed  analysis  of  its  reim- 
bursement policy  for  each  class  of  provider  of  services  and  for  state 
institutions,  and  a  description  of  the  Commission's  coordination  of  its 
rate-making  functions  with  the  rule-making  functions  of  the  departments 
of  the  Commonwealth  regulating  said  providers  and  institutions. 


Respectfully  submitted  for  the 
Rate  Setting  Commission, 

jffy£?//. 

Stephen  M.  Weiner 
Chairman 
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I.     MANAGEMENT  OF  COMMISSION  AFFAIRS 


A.  AUTHORITY 

During  fiscal  year  1977  the  Commission  was  responsible  for  six 
significant  areas  of  activity: 

(1)     The  Commission  had  the  responsibility  of  establishing  fair,  reasonable 
and  adequate  rates  to  be  paid  by  governmental  units  to  "providers  of  health  care 
services"     (G.L.  c.  6A,  s.  32).     These  providers  of  health  care  services  included 
persons  providing  medical  and  health  related  care,  services,  supplies,  and 
accommodations,  as  well  as  persons  providing  social,  educational,  and 
rehabilitative  services. 

Under  this  jurisdiction,  the  Commission  determined  the  rates  to  be  paid 
by  the  Commonwealth  for  a  variety  of  medical  and  health  related  services,  including 
the  services  of  hospitals,  long  term  care  facilities,  physicians,  pharmacists, 
dentists,  home  health  agencies,  neighborhood  health  centers  to  name  but  a  few 
provider  groups.     The  majority  of  providers  were  those  from  whom  services  were 
purchased  under  the  medical  assistance  program  administered  by  the  Department 
of  Public  Welfare. 

In  addition  to  medical  and  health  related  services  the  Commission  established 
rates  for  social,  rehabilitative,  and  educational  services.     Originally  the 
Commission  was  responsible  for  setting  rates  for  a  variety  of  child  care  programs 
purchased  by  the  Departments  of  Education,  Mental  Health,  Public  Health,  Public 
Welfare,  Youth  Services  and  the  Office  for  Children  for  the  provisions  of 
training,  instruction,  residential  treatment,  support  and  day  care  services  for 
certain  blind,  deaf,  aphasic,  and  emotionally  disturbed  children  and  youthful 
offenders,  and  for  such  services  and  accommodations  purchased  by  the  Department 
of  Elder  Affairs. 

However,  Section  12  of  Chapter  1229  of  the  Acts  of  1973,  greatly  expanded 
the  services  and  accommodations  for  which  the  Commission  would  be  responsible. 
Effective  July  1,  19  75,  the  term  "general  health  supplies,  care,  social, 
rehabilitative,  or  educational  services  and  accommodations"  was  amended  to 
include  all  such  services  that  were  not  previously  subject  to  Commission 
consideration.     Included  in  this  change  was  all  services  purchased  by  state 
agencies  and  local  educational  authorities  pursuant  to  Chapter  766  of  the 
Acts  of  19  72,  the  special  education  law. 

(2)  The  Commission  received  temporary  responsibility  in  July  of  1975  for 
review  and  approval  of  hospital  charge  increases  to  the  general  public,  through 
the  enactment  of  Chapter  424  of  the  Acts  of  19  75.    This  responsibility  was  made 
permanent  and  broadened  through  the  enactment  of  Chapter  409  of  the  Acts  of 
1976,  effective  October  15,  1976.     The  purpose  of  this  act  was,  in  part,  to 
reorganize  immediately  the  health  care  delivery  system  of  Massachusetts  in  an 
equitable  and  feasible  manner  for  all  the  citizens  of  the  Commonwealth. 

(3)  The  Commission  had  the  responsibility  of  establishing  fair  and  adequate 
charges  to  be  used  by  state  institutions  for  general  health  supplies,  care, 
social,  rehabilitative  or  educational  services  and  accommodations.   (G.L.  c.  6A, 

s  32)  . 

The  charges  are  based  on  actual  costs  incurred  by  each  state  institution 
reasonably  related,  in  the  circumstance  of  each  institution,  to  the  efficient 
production  or  delivery  of  these  services  in  each  setting.     Under  this  authority 
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the  Commission  determined  the  rates  to  be  charged  by  state  hospitals 
operated  by  the  Departments  of  Mental  Health  and  Public  Health",  Soldiers' 
Home  of  Massachusetts,  and  the  Soldiers'  Home  in  Holyoke,  and  schools 
for  the  mentally  retarded,  and  other  facilities. 

(4)  The  Commission  had  the  responsibility  for  approving  contracts 
between  Blue  Cross  of  Massachusetts  and  providers  of  health  services  and 
for  approving  rates  and  final  settlements  under  these  contracts. 

(G.L.  c  176A,  s.5).    Under  this  authority  the  Commission  approved  Blue  Cross 
participating,  cooperating,  and  pilot  program  contracts  with  hospitals, 
mental  health  centers,  long  term  care  facilities,  pharmacists,  detoxification 
centers,  and  health  maintenance  organizations. 

In  exercising  this  authority,  particularly  as  it  relates  to  hospitals, 
Commission  action  exerts  a  major  influence  in  controlling  the  cost  of  premiums 
paid  by  Blue  Cross  subscribers. 

(5)  The  Commission  was  responsible   for  establishing  rates  to  be  paid 
for  general  health  supplies  and  care  by  commercial  insurance  carriers  under 
the  workmens  compensation  act  administered  by  the  Industrial  Accident  Board. 

(6)  The  Commission  had  the  responsibility  of  approving  estimated  receipts 
of  the  City  of  Boston  from  the  provision  of  health  services  (Chapter  909  of 
the  Acts  of  1969).     This  authority  has  a  direct  affect  on  the  tax  rate  of  the 
City  of  Boston,  since, to  the  extent  the  City's  estimated  costs  for  providing 
health  services  are  in  excess  of  the  Commission's  approved  estimate  of  receipts, 
the  difference  must  be  accounted  for  in  tax  levies. 


B.     PROCEDURE  FOR  DEVELOPMENT  AND  REVIEW  OF  RATES 

(1)     Regulations  -  The  Commission  determines  rates  through  regulations. 
In  many  cases,  particularly  for  non- institutional  medical  providers,  the  regulation 
will  contain  a  fee  schedule  which  itself  represents  the  rates  for  services  provided. 
In  the  case  of  institutional  providers,  the  rate  determination  is  in  the  form  of 
a  general  regulation  containing  a  definition  of  allowable  costs  and  a  process  for 
developing  individual  rates  from  the  allowable  costs.     Upon  promulgation  of  the 
regulation,  individual  rates  are  calculated. 

A  public  hearing  is  held  before  a  regulation  is  promulgated  in  order  to 
allow  for  input  from  affected  providers  and  purchasing  agencies,  as  well  as 
from  the  general  public.     A  notice  of  public  hearing  is  filed  with  the 
Secretary  of  the  Commonwealth  and  is  published  in  two  daily  newspapers  prior 
to  the  public  hearing. 

Copies  of  the  notice  of  public  hearingare  sent  to  interested  parties 
and  to  members  of  the  Advisory  Council  of  the  Commission.     The  Advisory 
Council  also  receives  copies  of  proposed  regulations.     Additionally,  proposed 
regulations  affecting  hospital  charge  review  (Ch  409,  Acts  of  1976)  are  subject 
to  at  least  sixty  day  prior  review  and  comment  by  members  of  the  Hospital 
Policy  Review  Board  of  the  Commission. 
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During  fiscal  year  1977 ,  sixteen  regulations  were  promulgated  by  the 
Commission  after  public  hearing  and  ten  regulations  were  promulgated 
on  an  emergency  basis.     All  regulations  adopted  during  the  period  July  1, 
1976  through  June  30,  1977,  are  listed  in  Appendix  A  under  the  Bureau 
responsible  for  their  preparation  and  administration.    Appendix  B 
contains  a  chronological  listing  of  public  hearings  held  by  the 
Commission  during  fiscal  year  1977. 

Regulations  promulgated  in  prior  fiscal  years  remain  in  effect  and 
applicable    unless  replaced  by  later  Commission  regulations. 

(2)  Rate  Adjustments  -  Providers  who  receive  individual  rates    may  apply 
for  rate  adjustment  once  their  individual  rates  have  been  certified.  Applica- 
tions for  adjustment  may  be  made  in  writing  to  the  Commission  by  following  the 
guidelines  established  in  the    relevant  regulation  under  which  the  rates  were 
adopted.     Upon  receipt  of  each  request  bureau  staff  will  conduct  a  timely 
review  of  the  application  for  adjustment  and  the  required  supporting 
documentation  and  make  its  recommendations  to  the  Commission  at  its  weekly 
business  meetings,  which  are  open  to  the  public. 

Following  are  examples  of  situations  that,  under  Commission  regulations, 
generally  support  an  adjustment  to  the  rate  originally  certified  by  the 
Commission: 

Expenditures  imposed  upon  providers  because  of  laws,  licensing  regulations, 
safety  regulations,  or  any  official  requirement  made  by  a  city,   town,  state,  or 
federal  authority; 

Unusual  or  unforeseen  increases  in  the  reasonable  program  operating  costs 
beyond  the  control  of  the  provider,   (i.e.,  replacement  of  equipment  or 
facilities  due  to  fire  or  flood;  repair  of  major  equipment)  not  contemplated  in 
any  inflation  factors  used  in  developing  the  rate; 

Decreased  or  terminated  funding  from  external  sources  (i.e.,  grants,  subsidies 
donations ) ; 

Mechanical  or  clerical  errors  made  by  Commission  staff  in  the  calculation 
of  rates. 

Generally,  if  the  situation  is  one  of  emergency,  in  that  it  threatens  the 
financial  stability  of  a  program,  and  is  substantial  in  nature,  it  can  be  reviewed 
for  a  possible  rate  adjustment  by  the  Commission,  provided  that  there  is  sufficient 
documentation,  which  sometimes  includes  the  endorsement  by  the  purchasing  state 
agency,   to  justify  such  adjustment. 

(3)  Rate  Appeals  -  On  July  1,  1974,  the  Division  of  Hearing  Officers  was 
established  as  an  agency  of  the  Executive  Office  for  Administration  and  Finance. 
(Section  3,  Chapter  1229,  Acts  of  1973). 
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The  Division  hears  appeals  from  the  providers  of  services  who  feel  that 
their  rates  of  reimbursement  are  not  fair.     After  a  formal  appeal  has  been 
filed  with  the  Division  of  Hearing  Officers,  a  hearing  officer  of  the  Division 
will  hold  an  adjudicatory  hearing  in  accordance  with  the  Administrative  Pro- 
cedures Act,  G.  L.  c.  30A.     After  all  relevant  testimony  and  evidence  has  been 
submitted  to  the  assigned  hearings  officer,   (s)iie  then  prepares  a  written 
decision,  which  is  submitted  to  the  Rate  Setting  Commission. 

If  the  decision  results  in  a  recommendation  for  a  rate  different  from  that 
originally  certified  by  the  Commission,  the  Commissioners  then  establish  a  new 
rate  based  upon  the  statement  of  reasons.     The  Commission  may,  however,  return 
the  decision  to  the  hearings  officer  for  further  investigation  if  the  Com- 
missioners determine  that  the  hearings  officer's  statement  of  reasons  is  in- 
adequate to  determine  a  fair,  reasonable  and  adequate  rate.     Commission  action 
on  a  recommended  decision  is  taken  by  vote  at  a  weekly  public  Commission  meeting. 

Should  a  party  still  consider  itself  to  be  aggrieved  by  a  decision  of  the 
Rate  Setting  Commission,  it  has  thirty  days  from  receipt  of  such  decision  to 
file  a  petition  for  review  in  the  Superior  Court  for  the  County  of  Suffolk. 

I.     MANAGEMENT  OF  COMMISSION  AFFAIRS 

C.     FINANCIAL  STATEMENT 

Appendix  D  of  this  Report  presents  an  analysis  of  the  Commission's  ex- 
penditure of  state  funds  during  the  fiscal  year  ending  June  30,  1977. 


-5- 


D.     COMMISSION  STRUCTURE 


(1)  Commissioners  -  Pursuant  to  section  32,  Chapter  6A,  of  the  General 
Laws,  as  amended  by  chapter  1229  of  the  Acts  of  1973,  effective  July  1,  1974, 
the  Commission  shall  consist  of  three  members  appointed  by  the  Governor. 

The  Commission  shall  consist    of  a  Chairman  who  shall  have  administrative 
experience  and  an  advanced  degree  in  the  field  of  business  administration, 
public  administration  or  law.     One  of  the  other  two  members  shall  be  a 
certified  public  accountant  and  one  shall  be  a  person  experienced  in 
the  field  of  medical  economics.     A  further  qualification  is  that  no  more 
than  two  members  shall  belong  to  the  same  political  party.  Each 
Commissioner  is  appointed  for  a  term  of  three  years.     The  initial 
appointments  were  for  staggered  terms  of  one,   two,  and  three  years.  On 
July  3,  1974,  Governor  Francis  W.  Sargent  appointed  the  Commissioners 
as  follows: 

NAME  TERM 

Stephen  M.  Weiner,  Chairman  Two  Years 

Shelby  P.  Mudarri,  CPA  One  Year 

Andrew  H.  Nighswander  Three  Years 

Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three  year  term  effective  July  3,  1975. 

Chairman  Stephen  M.  Weiner  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three  year  term  effective  July  3,  1976. 

(2)  Executive  Secretary  -  The  Commission  shall  appoint  an  Executive 
Secretary  who  shall  be  responsible  for  the  internal  management  of  the 
Commission  and  who  shall  report  to  the  Chairman.     John  A.  Daley  was 
appointed  Executive  Secretary  during  fiscal  year  1975. 

(3)  Bureaus  -  G.  L.  c.  6A,  s.  33  authorizes  the  Commission  to  establish 
such  bureaus  as  may  be  necessary  to  carry  out  its  duties. 

The  statue  specifically  requires  that  there  be  a  bureau  of  hospitals  and 
a  bureau  of  long-term  care  facilities. 

a)     Bureau  of  Hospitals  - 

Director :     Dorothy  E.  Puhy 

The  bureau  develops  the  rates  Of  payment  for  hospitals  providing 
inpatient  and  outpatient  care  to  publicly-aided  and  industrial  accident 
patients  as  well  as  charges  to  the  general  public  for  state  and  county 
hospitals.     Additionally,  the  bureau  is  responsible  for  evaluating 
contracts  between  Blue  Cross  of  Massachusetts,  Inc.,  and  hospitals 
and  making  recommendations  to  the  Commission  concerning  these  contracts. 
The  bureau  performs  all  hospital  audits  required  to  establish  public 
assistance  rates  and  to  prepare  Blue  Cross  final  settlements. 
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The  Bureau  also  prepares  an  estimate  of  the  expected  revenue  for  the  City  of 
Boston,  Department  of  Health  and  Hospitals.    The  revenue  projection  is  required  by 
law  to  be  used  in  the  calculation  by  the  city  of  its  annual  tax  rate. 

In  1976  the  temporary  authority  to  review  charge  increases  and  proposed  new 
charges  under  Chapter  424  of  the  Acts  of  1975,  was  made  permanent  pursuant  to 
Chapter  409  of  the  Acts  of  1976 

Finally,  the  bureau  performs  a  financial  analysis  on  all  major  hospital  applications 
for  Determination  of  Need  approval  by  the  Department  of  Public  Health. 

b)  Bureau  of  Long-Term  Care  Facilities  - 

Director:   John  J.  Lennon 

The  Bureau  of  Long-Term  Care  Facilities  develops  the  rates  of  payment  for 
residential  care  provided  by  nursing  and  rest  homes  to  publicly-aided  patients.  The 
bureau  establishes  these  rates  through  desk  and  field  audits  of  annual  cost  reports 
submitted  by  the  providers. 

c)  Bureau  of  Community  and  Home  Health  Agencies  - 

Director;  Joel  M.  Abrams 

The  Bureau  of  Community  and  Home  Health  Agencies  develops  reimbursement 
policies  and  rates  for  community  based  health  care  and  support  services  provided  to 
publicly-aided  and  industrial  accident  patients.    The  programs  providing  such  care 
serve  as  alternative  delivery  systems  to  institutions  such  as  hospitals  and  nursing 
homes.    The  emphasis  is  on  ambulatory  and  home  health  care. 

d)  Bureau  of  Non-Institutional  Medical  Providers  - 

Director:  George  D.  Lamantea 

The  Bureau  of  Non-Institutional  Medical  Providers  is  responsible  for  establishing 
rates  of  payment  for  services  rendered  to  publicly-aided  and  industrial  accident  patients 
by  individual  practitioners  including  physicians,  dentists,  psychologists,  private  duty 
nurses,  restorative  therapists  and  others.    Additional  responsibility  includes  rates  for 
such  diverse  services  as  drugs,  ambulances,  independent  clinical  laboratories,  hearing 
aids,  eye  glasses,  prosthetics,  orthotics,  and  other  medical  supplies. 

e)  Bureau  of  Educational  and  Social  Services  - 

Director;  Melvin  Green 

The  Bureau  of  Educational  and  Social  Sendees  develops  rates  of  reimbursement  for 
social  and  educational  programs  purchased  by  various  governmental  units.  These 
programs  include  all  services  rendered  to  children  with  special  needs,  residential 
programs  purchased  by  the  Department  of  Youth  Services,  programs  purchased  under 
Chapter  766  -  the  special  education  law,  and  day  care  programs. 
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(U)  SUPPORT  GROUPS 


In  addition  to  the  five  Bureaus  of  the  Commission  mandated  by  C-.L.  c6A, 
s.33,  the  Commission  has  established  the  Bureau  of  Policy  and  Analysis,  the 
Accounting  Policy  Unit,  and  the  Bureau  of  Administrative  Services  to  support 
the  work  of  the  Commission  and  its  other  bureaus.     The  Commission  also  main- 
tains a  Legal  Department. 

(a)  Bureau  of  Policy  and  Analysis 

Director:    Timothy  A.  Taylor 

The  establishment  of  the  Bureau  of  Policy  and  Analysis  re- 
flects the  realization  that  the  work  of  the  Commmssion  has  a  direct 
and  substantial  impact  on  the  social  service  and  health  care  deliv- 
ery systems.     It  was,  therefore,  essential  that  the  Commission  est- 
ablish a  strong  analytical  and  statistical  base  for  its  programs  and 
the  evaluative  capacity  to  measure  the  affect  of  Commission  action 
on  the  availability  and  shape  of  the  social  service  and  health  care 
delivery  systems  of  the  Commonwealth. 

The  Bureau  of  Policy  and  Analysis  provides  staff  advice  and  in- 
formation to  the  Commissioners  and  to  the  other  Bureaus.  Research 
and  recommendations  from  this  Bureau  nrovide  guidance  to  the  other 
Bureau  Directors  and  the  Commissioners,  who  have  the  responsibility 
for  developing  and  implementing  the  Rate  Setting  Commission  regula- 
tions. 

Policy  and  Analysis  projects  are  usually  initiated  by  the  Com- 
missioners or  by  individual  Bureau  directors  when  they  see  a  problem 
to  be  studied  or  need  particular  types  of  information.    The  scope  of 
the  project  may  vary.     It  can  be  the  collection  and  analysis  of  data 
and  studies  of  providers  in  order  to  recommend  particular  rates 
and/or  reimbursement  methodologies    and  to  assess  their  impacts^  or 
it  can  be  the  collection  and  analysis  of  data  on  general  statewide 
health  or  social  issues,  legislation,  and  programs  that  relate  to  the 
Commission. 

The  Bureau  of  Policy  and  Analysis  has  various  projects  going 
on  at  one  time.    Research  methodologies  that  apply  to  a  problem  in 
one  Bureau  may  apnly  as  well  to  a  question  asked  by  another  3ureau. 
For  example,  calculations  for  inflation  have  been  made  for  a  variety 
of  different  regulations. 

When  a  major  project  is  completed,  it  is  distributed  to  all  who 
might  find  it  relevant  or  of  general  interest.    The  goal  is  pooling 
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of  information  and  a  broader  understanding  of  Rate  Setting  Commission 
issues . 

During  the  year,  the  responsibilities  and  staff  of  the  Accounting 
Policy  Unit  (APU)  became  an  integral  nart  of  the  Bureau  of  Policy  and 
Analysis.     This  consolidation  vas  natural  given  the  similar  functions 
of  the  Bureau  and  the  formerly  separate  APU.    As  a  support  group 
specializing  in  accounting  and  auditing,  APU  had  assisted  all  the 
Bureaus  in  the  ongoing  development  and  application  of  more  revealing 
and  efficient  accounting  and  auditing  policies  and  techniques.  The 
combination  of  accounting,  financial  and  health  care  research  expertise 
has  significantly  expanded  the  focus  of  the  Bureau  of  Policy  and  Ana- 
lysis and  the  expertise  necessary  to  resolve  the  variety  of  issues  and 
problems  that  must  be  addressed. 

Some  specific  projects  in  which  the  Bureau  was  involved  during 
fiscal  1977  included: 

-  Projections  for  FY  '78  Medicaid  budget  and  legis- 
lative   proposals  affecting  it; 

-  Investigation  of  possible  methodological  changes 
to  the  State  Plan  for  Title  XIX  reimbursement  (particu- 
larly with  respect  to  hospitals); 

-  Liaison  with  Task  Force  on  Standards  and  Guide- 
lines for  Determination  of  Need,  particularly  with 
respect  to  financial  feasibility; 

-  Refinement  of  methodologies  for  determining 
inflation  factors  for  use  in  various  Commission  regu- 
lations ; 

-  General  review  of  federal  reimbursement  of 
various  Title  XIX  and  Title  XX  health  programs  admin- 
istered by  the  Commonwealth; 

-  Initial  inquiry  into  Commission,  Title  XVIII  and 
Title  XIX  policy  on  investment  income,  depreciation  and 
donated  services;  and 

-  review  of  a  variety  of  drafts  of  proposed  federal 
legislation  and  regulations  dealing  with  an  assortment  of 
health  care  delivery,  governmental  monitoring  and  cost 
issues. 

In  the  area  of  hospital  reimbursement,    staff  did  the 
following: 


-  Reviewed  the  cost  and  reimbursement  consequences 
of  changing  the  licensure  of  Chronic  and  Rehabilitation 
Hospitals  to  Skilled  Nursing  Facilities; 


-  Assisted  in  developing  an  approach  to  hospital  bed 
licensure  "by  service; 

-  Reviewed  standard  costing  for  hospitals; 

-  Participated  In  a  federal  task  force  exploring 

the  viability  of  a  single  cost  report  and  audit  for  hospi- 
tals ; 

-  Commenced  a  detailed  documentation  of  hospital  re- 
imbursement; 

-  Analyzed  the  reimbursement  impact  of  the  com- 
mencement of  a  degree-granting  program  at  Massachusetts 
General  Hospital; 

-  Analyzed  hospital  charge  submissions  under  Chapter 
U09  of  the  Acts  of  1976;  and 

-  Assisted  in  ongoing  refinement  and  production  of 
inflation  projections  for  Medicaid  rate  and  Chapter  ^09 
charge  review. 


In  the  area  of  long  term  care  faciiity  reimbursement,  staff  efforts  in- 
cluded the  review  of: 

-  alternative  reimbursement  methods  such  as  flat  rates , 
patient-centered  rates,  and  multiple  rates  (for  multi-level 
facilities ) ; 

-  a  level  of  reimbursement  for  pharmacy  consultants , 
non-legend  drugs,  catheters    and  drainage  bags; 

-  inappropriate  patient  placement  and  Department  of 
Public  Health  PMR/IPR  data; 

-  data  collection  and  rate  setting  practices  and  pro- 
cedures in  the  Bureau  of  Long  Term  Care  Facilities; 

-  computation  of  cost  ceilings  and  standard  deviations 
for  use  in  rate  development; 

-  programming  efforts  to  collect  LTCF  information  in 
coordination  with  the  Department  of  Public  Health  and  the 
Long  Term  Care  Information  System; 

-fixed  costs  of  long  term  care  facilities  (in  parti- 
cular, in  support  of  the  Task  Force  on  Fixed  Costs); 

-  penalties  pursuant  to  Department  of  Public  Health 
sanction  applications; 
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-  inquiries  necessitating  interpretations  of  Conr.ission 
regulations  in  the  form  of  Advisory  Rulings; 

-  reimbursement  of  facilities  for  pediatric  and 
mentally  retarded  and  disturbed  patients; 

-  federal  mandate  ("I2U9")  to  revise  the  nursing  home 
state  plan; 

-  annual  review  and  determination  of  inflation  factor 
for  FY' 78  interim  rate  purposes; 

-  desirability  of  utilizing  reimbursement  to  stimulate 
a  higher  rate  of  patient  turnover  in  long  term  care  facili- 
ties; and 

-  the  impact  of  a  federally  mandated  increase  in  the 
minimum  wage. 

In  the  area  of  community  and  home  health  agencies  providing  health  care 
services,  staff  review  and  study  included: 

-  Health  Maintenance  Organization  (HMO)  applications 
to  the  federal  government  for  funding; 

-  costs  associated  with  family  planning  services; 

-  computer  programming  for  budget  and  financial  anal- 
ysis of  home  health  agencies; 

-  reimbursement  methods  for  psychiatric  day  care  and 
other  mental  health  services ; 

-  neighborhood  health  center  and  adult  day  care  re- 
imbursement methodologies  and  cost  reporting  forms; 

-  federal  reimbursement  of  Department  of  Public 
Health  pediatric  clinic  operating  costs;  and 

-  cost  report  for  mental  health  providers . 

In  the  area  of  non-institutional  medical  providers,  subjects  of  staff 
review  and  study  included: 

-  costs  associated  with  free-standing  surgical  centers; 

-  analysis  of  reimbursement  for  ambulance  services: 

-  data  collection  and  rate  setting  practices  and  pro- 
cedures of  the  Burep.u  of  Non-Institutional  Medical  Providers; 

-  survey  of  all  Massachusetts  pharmacies  to  determine 
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average  cost  of  dispensing  a  prescription: 

-  rate/fee  level  studies  for  physicians,  surgeons,  and 
radiologists ; 

-  review  of  reimbursement  and      development  of  audit 
program  for    audiological  services  providers; 

-  review  of  second  surgical  opinion  proposals:  and 

-  assessing  the  financial  status  of 
various  providers. 

In  the  area  of  educational  and  social  service  providers,  staff  review 
included: 

-  refinement  and  production  of  inflation  projections; 

-  social  service  "budget  forms  in  support  of  social 
service  contracting    process ;  and 

-  scope  of  educational  and  social  service  network  of 
providers  and  purchasing  and  regulatory  agencies. 
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Legal  Department 


General  Counsel:    Peter  R.  Leone,  Esq. 

The  two  primary  roles  of  the  Legal  Department  are  to  act  in  an  advisory 
capacity  to  the  Commission  vith  regard  to  its  legal  and  statutory  responsibilities 
and  to  represent  the  position  of  the  Commission  at  adjudicatory  hearings  on  rates 
of  payment.    The  department  also  reviews  and  advises  the  Commission  on  all  pro- 
posed regulations  and  on  all  contracts  between  Blue  Cross  of  Massachusetts,  Inc. 
and  various  health  care  providers.     Counsel  is  also  liaison  between  the  Commission 
and  the  Department  of  the  Attorney  General  on  litigation  before  the  state  and 
federal  courts  in  which  the  Commission  is  named  as  a  party. 

Regulations  &  Legislation 

The  Legal  Department  drafted  several  new  sets  of  regulations  including 
revisions  to  the  regulations  implementing  the  new  Hospital  Charge  Control  Law 
(c.  1+09,  of  the  Acts  of  1976)  and  revisions  to  the  regulations  providing  rates 
of  payment  for  long  term  care.    The  staff  also  drafted  regulations  governing 
rates  of  payment  for  social,  rehabilitation  or  educational  services  and 
accommodations . 

The  legal  staff  also  drafted  two  bills  as  part  of  the  agency's  legislative 
package  for  the  past  year.    In  addition  to  work  on  the  charge  control  legislation, 
the  staff  recommended  and  drafted  a  provision  which  would  eliminate  appeals  under 
G.L.  c.  6A,  s.36  from  interim  rates  of  payment. 

Hearings 

During  the  year,  there  were  approximately  800  nursing  home  and  rest  home 
appeals  pending  before  the  Division  of  Hearing  Officers.    Approximately  200  appeals 
resulted  in  dismissals  and  120  resulted  in  hearing.     Commission  lawyers  undertook 
detailed  review  of  its  outstanding  case  files  for  the  purpose  of  holding  pre-hearing 
conferences  with  provider  representatives.     In  at  least  200  cases,  this  resulted  in 
complete  disposition  of  all  issues;  in  at  least  ho  other  cases,  this  resulted  in 
narrowing  of  the  issues  for  the  purpose  of  submitting  the  case  to  the  Division  of 
Hearings  Officers  for  decision.    These  dispositions  also  had  the  effect  of  resolving 
a  number  of  cases  pending    in  the  Courts.     Disposition  in  each  instance  was  coordinated 
with  the  Attorney  General's  Office. 

Commission  lawyers  undertook  the  preparation  of  a  request  for  an  opinion  of 
the  Attorney  General.  This  request  deals  with  two  troublesome  questions  affecting 
the  Commission's  work  vis  a  vis  the  Division  of  Hearing  Officers: 

1.  May  the  Division  of  Hearing  Officers  entertain  or  rule  on  any  constitutional 
questions? 

2.  Is  the  standard  of  review  confined  to  an  examination  of  whether  the 
Commission  incorrectly  applied  its  regulations,  where  two  or  more  interpretations  are 
possible?    This  request  was  submitted  by  Jerald  L.  Stevens  on  behalf  of  the 
Executive  Office  of  Hunan  Services. 
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Litigation 


During  this  fiscal  year,  the  Legal  Department,  in  cooperation  with  the 
Attorney  General's  Office  defended  the  Commission  in  several  significant  cases. 

In  Affiliated  Hospital  Center,  Inc.  v.  Weiner,  et.al.  (Suffolk  Superior  Court, 
C.A.  No.  #19^57) 

Judge  Nixon  enjoined  the  Commission  from  enforcing  "compliance"  provisions 
of  its  charge  control  regulations  adopted  under  the  authority  of  Chapter  k09  of 
the  Acts  of  1976,  hut  the  Court  upheld  the  Commission's  budget  review  processes, 
including  the  review  of  actual  cost  data. 

"...toothing  that  has  "been  said  should  be  construed  to 
mean  that  the  Commission  is  without  authority  to  require 
hospitals  to  submit  actual  (i.e.,  past)  cost  and  revenue 
data.    Such  submissions  appear  to  be  required  as  part  of  the 
'information  supporting  the  proposed  modification'  in  order 
to  enable  the  commission  to  evaluate  the  reasonableness  of 
proposed  charges.     In  their  submissions,  the  hosptals  may 
be  required  to  adjust  cost  figures  by  taking  into  account 
actually  experienced  inflation  indicators,  as  opposed  to 
those  projected  during  the  prior  period  of  modification 
and  budget  review."    pp.  lh 

The  injunction  was  appealed  by  the  Commission  and  the  Supreme  Judicial  Court 
granted  direct  appellate  review. 


In  another  significant  area  of  litigation  the  Commission  received  a 
favorable  decision  in  Massachusetts  General  Hospital  v.  Weiner  et.al. , 
(C.A.  No.  75-26 51-G,  U.S.  District  Court,  D.  Ma.).    Judge  Garrity  granted 
the  Commission's  motion  for  summary  judgement,  declaring  that  the  state 
plan  for  paying  the  cost  of  inpatient  hospital  services  for  Massachusetts 
Medicaid  patients  met  the  "reasonable  cost"  requirements  of  federal  law 
and  HEW  regulatory  requirements.    He  further  found  that  the  plan  conformed 
to  procedural  requirements  of  state  law  and  that  the  Commission  had  not 
denied  the  plaintiff  due  process  nor  equal  protection  of  the  laws  nor 
impaired  its  contract  rights  under  the  United  States  Constitution.  This 
decision  has  been  appeals  by  the  plaintiff  to  the  United  State  Court  of 
Appeals  for  the  First  Circuit. 

In  addition  Commission  attorneys  along  with  attorneys  in  the  Department 
of  Public  Welfare  have  been  coordinating  state  activities  in  In  Re 
Matter  of  Bolton  Hall  (and  related  cases    under  joint  adminisTTaTTon) .  The 
case  involves  Chapter  XI  and  XII  bankruptcy  proceedings  for  nursing  homes  in 
Massachusetts,  Connecticut  and  New  York. 
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One  final  reported  case  of  the  Mass.  Supreme  Judicial  Court  is  noteworthy 
In  Mass.  General  Hospital  v.  Pate  Setting  Commi s s i on ,  1977  Adv.  Sh.  50, 
the  Court  affirmed  the  Commission's  authority  to  issue  "information  bulletins" 
interpreting  the  application  of  duly  promulgated  and  detailed  Commission 
regulations . 

( d)    Bureau  of  Administrative  Services 

Director:    Joseph  Z.  Steinberg 

The  Bureau  of  Administrative  Services  works  to  ensure  the  smooth  in- 
ternal operation  of  the  Commission.     It  coordinates  the  use  of  Commission 
facilities,  files,  supplies,  and  office  machinery,  and  clerical  personnel.  It 
is  responsible  for  advising  the  Commission  on  budget,  personnel,  and  matters 
relating  to  work  environment.     It  is  also  responsible  for  the  gathering  of 
data  for  writing  reports  as  required  by  the  Governor,  the  Executive  Office  of 
Human  Services,  the  Executive  Office  for  Administration  and  Finance,  and  the 
General  Court. 

During  fiscal  1977,  this  bureau  was  responsible  for  handling  Commission 
participation  in  such  federal  employee  programs  as  CETA.     It  also  coordinated 
Commission  activity  with  respect  to  its  Advisory  Council,  collective  bargaining, 
the  United  Way  Drive,  and  State  Employee  blood  bank  program. 

The  bureau  also  serves  as  public  information  liaison  for  the  Commission, 
making  Commission  records  available  for  public  use  and  answering  inquiries  from 
the  news  media.    An  in-house  library  and  a  clipping  service  is  maintained  by 
the  bureau  to  keen  Commissioners  and  staff  current  on  pertinent  activities  and 
information. 

Finally,  the  bureau  is  responsible  for  administering  two  internal  Com- 
mission regulations.     One  requires  the  Commissioners  and  staff  to  report  outside 
compensation  on  quarterly  basis.     The  other  requires  the  Commissioners  and  staff 
to  report  all  contacts  with  providers.    Both  regulations  are  to  provide  assurance 
to  the  public  that  the  Commission  conducts  its  affairs  free  of  potential  conflict. 

E.     Affirmative  Action 

On  June  22,  1977,  the  Commission  completed  and  transmitted  "A  Plan 
for  Affirmative  Action  and  Equal  Employment  in  the  Rate  Setting  Commission"  to 
the  Office  of  the  Director  of  Affirmative  Action,  Executive  Office  for  Admin- 
istration and  Finance. 

Tne  provisions  of  the  plan  have  been  deemed  operative  immediately,  pendin 
approval  of  the  Plan. 

A  copy  of  the  plan  is  available  for  public  review  at  the  Commission. 
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F.    ADVISORY  COUNCIL 


(1)     Council  Structure  -  Under  the  terms  of  G.L.  c.  6A,  s.  34,  the  Commission 
is  to  appoint  an  Advisory  Council  consisting  of: 

(a)  The  Chairman  of  the  Rate  Setting  Commission,  the  Secretaries  of 
the  Executive  Offices  of  Human  Services,  Elder  Affairs,  and  Administration  and 
Finance,  and  the  Commissioners  of  the  Departments  of  Public  Welfare,  Public 
Health,  and  Education,  or  their  respective  designees. 

During  fiscal  year  1977  they  were: 

Stephen  M.  Weiner,  Chairman,  Rate  Setting  Commission 
Jerald  L.  Stevens,  Secretary  of  Human  Services 

designating  Charles  Stover 
James  J.  Callahan,  Secretary  of  Elder  Affairs 
John  R.  Buckley,  Secretary  of  Administration  and  Finance 

designating  Jeremiah  Crowley 
Jonathan  G.  Fielding,  M.D.  Commissioner  of  Public  Health 
Alexander  E.  Sharp,  II,  Commissioner  of  Public  Welfare 

designating  Peter  Bloomsburg 
Gregory  Anrig,  Commissioner  of  Education 

designating  Susan  Leary 

(b)  Eight  members  appointed  by  the  Commission  who  are  to  be  providers 
or  representatives  of  provider  organizations  whose  rates  of  reimbursement  are 
determined  by  the  Commission.    No  one  provider  group  may  have  more  than  one 
representative  unless  each  provider  group  is  represented  on  the  Council.  Since 
the  Rate  Setting  Commission  sets  rates  for  more  than  eight  classes  of  providers 
it  was  necessary  for  the  Commission  to  choose  which  provider  groups  are  to  be 
represented  on  the  Council  on  the  basis  of  state  dollars  spent  on  a  provider 
group  and  Commission  plans  for  changes  in  reimbursement  policies  or  methodolo- 
gies. 

On  those  bases,  the  following  persons  were  appointed  for  staggered  terms,  as 
required  by  section  6  of  Chapter  1229  of  the  Acts  of  1973: 


Name 

Provider  Group 

Term 

Louis  Alfano 

Physicians 

one  year 

John  Cronin 

Child  Care 

three  years 

Kenneth  Davis 

Day  Care 

two  years 

Virginia  Hamel 

Neighborhood  Health  Centers 

two  years 

George  McNeill 

Long  Term  Care  Facilities 

two  years 

Leonard  Permut 

Pharmacists 

one  year 

William  Williams 

Hospitals 

three  years 

Lois  Shimmin 

Home  Health  Agencies 

one  year 

(c)    Eight  members  appointed  by  the  Commission  who  are  to  be  non-providers  who 
have  demonstrated  experience  in  the  field  of  consumer  advocacy  and  who  have  no 
financial  interest  in  any  provider  of  services  whose  rates  of  reimbursement  are 
determined  by  the  Commission.    Of  these  eight  non-provider  members,  the  law  speci- 
fies the  source  of  four:     two  are  to  be  selected  from  recommendations  made  by  state- 
wide labor  organizations,  with  one  of  the  two  selected  from  recommendations  made 
by  the  State  Labor  Council  AFL-CIO;-  and  two  are  to  be  selected  from  recommendations 
made  by  statewide  organizations  representing  the  interests  of  the  elderly. 
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During  fiscal  year  1977  they  were: 


Name 


Organization 


Term 


Joseph  Sullivan 
Luke  Kramer 
John  Kennedy 
Ruth  Robinson 


State  Labor  Council  AFL-CIO 
Teamsters 

National  Council  on  Aging 
Mass.  Association  of  Older 
Americans 


one  year 
one  year 
two  years 

one  year 


Four  non-provider  members  at  large  were  also  appointed  as  follows: 
Name  Term 


Francis  Bresnahan 
Marmetta  Hamilton 
vacant 
vacant 


two  years 
three  years 
three  years 
two  years 


(d)  As  required  by  G.L.  c.  6A,  s.  34,  the  Rate  Setting  Commission 
Advisory  Council  elected  a  Chairman  for  a  term  of  one  year  from  its  non- 
provider  members.    Mr.  Luke  Kramer  was  so  elected. 

(e)  The  Rate  Setting  Commission  invited  the  heads  of  the  following 
state  agencies  affected  by  or  interested  in  Commission  policies  to  attend 
(or  send  designees  to)  Council  meetings  in  a  non-voting  capacity. 

During  fiscal  year  1977  the  following  agencies  designated: 


Name 

Christine  Sullivan 
Lawrence  Feeney 
Thomas  Monahan 
Michael  Weiss 
Paul  J.  Murphy,  M.D. 
Jacob  Getson 
John  York 

Christine  McLaughlin 
Peter  Tangalos 


Agency 

Executive  Office  of  Consumer  Affairs 

Department  of  Youth  Services 

Department  of  Mental  Health 

Department  of  Correction 

Department  of  Veterans  Services 

Office  of  Comprehensive  Health  Planning 

Office  for  Children 

Commission  for  the  Blind 

Massachusetts  Rehabilitation  Commission 


(2)  Council  Meetings  -  The  Council  is  required  by  law  to  meet  at  least 
three  times  a  year.     During  fiscal  1977,  the  Council  met  four  times. 
Minutes  of  those  meetings  are  on  file  with  the  Commission,  as  are  copies  of 
official  Council  correspondence. 

(3)  Operating  Procedures  -  The  official  operating  procedures  adopted 
by  the  Council  are  on  file  with  the  Commission. 
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G.     Hospital  Policy  Review  Board 


1.)      Authority  -  G.L.  c.  6A,  s  34A  mandates  the 
establishment  of  a  Rate  Setting  Commission  Hospital  Policy  Review  Board, 
consisting  of  two  members  designated  by  the  secretary  of  the  executive 
office  of  human  services  and  nine  members  appointed  by  the  governor, 
two  from  a  list  of  at  least  six  recommendations  submitted  by  the  Massachusetts 
Hospital  Association,  one  representing  a  teaching  hospital  and  one  representing 
a  nonteaching  hospital;  one  physician  from  a  list  of  at  least  three  recommenda- 
tions submitted  by  the  Massachusetts  Medical  Society;  a  non-provider  member 
of  the  governing  board  of  a  health  systems  agency  designated  pursuant  to 
Title  XV  of  the  federal  Public  Health  Service    Act;  one  representing  non- 
profit hospital  service  corporations  under  chapter  one  hundred  and  seventy-six 
A;  one  representing  companies  authorized  to  sell  accident  and  health 
insurance  under  chapter  one  hundred  and  seventy-f ive ;  and  three  nonproviders 
with  experience  in  or  knowledge  of  the  delivery  or  financing  of  hospital 
services  and  who  shall  represent  the  interests  and  concerns  of  business, 
labor  and  the  elderly,  respectively. 

2.)     Structure  -  On  February  15,  1977,  Governor  Michael  S.  Dukakis 
administered  the  oath  of  office  to  the  following  board  members: 


Name : 

Representing : 

Term: 

Louis  Alfano,  MD 

Physicians 

1 

year 

Paul  Vielkind 

Teaching  Hospitals 

2 

years 

Richard  Mills 

Community  Hospitals 

2 

years 

Arthur  Carty 

Blue  Cross 

3 

years 

Henry  DiPrete 

Other  Health  Insurance 

3 

years 

John  Hodgson,  CPA 

Health  Systems  Agencies 

1 

year 

Martin  Berger 

Labor 

1 

year 

Daniel  Foley,  Jr. 

Business 

2 

years 

Richard  Rowland 

Elderly 

3 

years 

3.)    Purpose  -  The  Board  is  charged  to  review  and  make  comments  to  the 
Commission  with  respect  to  proposed  regulations  or  rules  of  the  Commission 
issued  pursuant  to  G.L.  c.  6A,  ss  37-46,  inserted  by  Chapter  409  of  the  Acts 
of  1976,  within  thirty  days  receipt  of  proposed  rules  or  regulations;  and, 
to  report  periodically  at  least  as  often  as  annually  to  the  Governor  and 
General  Court,  with  copies  to  the  Joint  Legislative  Committee  on  Health 
Care,  on  its  findings,  opinions  and  recommendations  for  legislation. 

4.  )    Meetings  -The  Board  is  required  by  law  to  meet  at  least  four  times 
annually.     Since  its  first  meeting  February  15,  1977,   four  meetings  have  taken 
place  in  fiscal  year  1977. 

5.  )     Operating  Procedure  -  The  official  operating  procedure  adopted  by 
the  Board   is    on  file  with  the  Commission. 
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REIMBURSEMENT  POLICIES  FOR  CLASSES  OF  PROVIDERS 


The  Rate  Setting  Commission,  as  reorganized 
in  19  74,  is  internally  structured  into  bureaus 
that  correspond  to  five  basic  classes  of 
providers  for  which  the  Commission  sets  rates: 

.  hospitals 

.  long  term  care  facilities 

.  community  and  home  health  agencies 

.  non-institutional  medical  providers 

.  educational  and  social  services 

Accordingly,  the  analysis  of  reimbursement 
policies  for  specific  provider  classes  as 
required  for  this  Report  by  law  are  explained 
for  each  of  the  above  classes  of  providers. 


A.  HOSPITALS 


(l)    Publicly-Aided  Rei  no  ur  3  er.e  n  t  -  The  Rate  Getting  Commission  annually 
sets  rates  of  reimbursement  to  hospitals  for  services  to  publicly- aided  per- 
sons for  inpatient  anu  outpatient  services.    These  rates  are  established  ef- 
fective October  first  of  each  year  in  oraer  to  coincide  with  the  hospitals  1 
fiscal  year,  ana  are  usea  by  such  agencies  as  the  Department  of  Public  Welfare 
ana  the  Office  of  the  Commissioner  of  Veterans  Cervices. 

Rates  are  set  for  approximately  200  acute  and  chronic  hospitals  that  nay 
be  operatea  by  profit  and  non-profit  organizations,  by  cities,  tovns ,  counties, 
boards,  authorities,  ana  departments  of  the  Commonwealth. 

Inpatient  Rates 

Since  the  largest  group  of  public  assistance  patients  using  inpatient 
hospital  services  are  those  covered  by  the  Medicaid  program,  the  Commission 
must  comply  with  federal  law  and  regulations  in  developing  inpatient  hospital 
rates  for  publicly-aided  patients.    Federal  law  requires  that  such  rates  be 
based  on  "reasonable  costs"  incurred  by  the  hospitals  in  providing  those 
services . 

The  Department  of  health,  education  and  Welfare  has  generally  required 
states  to  use  the  Medicare  methodology  for  developing  inpatient  rates.  Medi- 
care effectively  guarantees  that  all  costs  incurred  by  the  hospital  will  be 
reimbursed.    Many  people  feel  that  the  use  of  this  type  of  "open-ended"  reim- 
bursement approach  has  contributed  significantly  to  the  inordinate  inflation 
in  hospital  costs  during  the  last  decade. 

In  1972,  the  Congress  authorized  HEW  to  allow  states  to  develop  other 
reasonable  cost-based  methods  as  alternatives  to  that  used  by  Medicare.  The 
purpose  of  the  provision  was  to  encourage  methods  that  would  be  conductive  to 
encouraging  efficiency  ana  controlling  hospital  costs. 

Massachusetts  is  one  of  the  few  states  which  has  taken  advantage  of  this 
flexibility.    Through  the  Rate  Setting  Commission,  the  Commonwealth  has  chosen  to 
develop  a  system  which  does  not  equate  "reasonable  costs"  with  what  the  hospital 
actually  spent.    The  Commission  feels  that  "reasonable"  refers  to  what  a  hospital 
properly  should  have  spent  and  that  a  reimbursement  methodology  should  contain 
provisions  encouraging  hospitals  to  maintain  spending  at  that  level  of  "reasonable 
ness".    For  example,  under  the  Commission's  methodology,  the  rate  is  related  to 
cost  increases  that  are  acceptable  and  to  proper  levels  of  utilization. 


The  methoa  is  prospective  in  nature.    That  is,  the  rate  is  determined 
at  the  beginning  of  the  hospital's  fiscal  year,  and  may  be  varied  only  for  very 
specific  reasons,  as  described  later.     If  the  hospital  incurs  costs  in  excess 
of  the  rate,  there  is  no  final  reconciliation.     If  the  hospital  incurs  costs 
less  than  what  the  rate  would  reimburse,  the  hospital  may  heep  its  saving. 
Thus,  the  system  proviaes  incentives  for  efficiency  on  the  part  of  the  hospitals. 
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A.  HOSPITALS 


[ continued] 


The  prospective  rate  is  developed  from  the  hospitals 1  historic  costs 
and  proauces  a  per  die:.;  rate  (a  rate  for  each  day  of  inpatient  service)  which 
varies  fro:-  hospital  to  hospital,  depending  on  the  individual  hospital's  cost 
experience,    hospital  costs  in  a  base  year  (two  years  prior  to  the  year  for 
which  the  rate  is  being  set)  as  reported  to  the  Commission  anu  reviewed  by 
the  Commission  staff,  are  trended  forward  based  on  a  standard,  cor.posite  infla- 
tion factor. 

The  assumption  made  in  the  use  of  the  historical  cost-based  prospective 
reimbursement  method,  which  is  critical  to  hospital  cost  control,  is  that  hospi- 
tals should  experience  inflation  common  to  that  in  the  economy  at  large,  rather 
than  some  unique  hospital-specific  rate  of  inflation. 

Another  assumption  made  is  that  the  Commonwealth  should  not  be  paying 
for  underutilized,  and  therefore  unnecessarily  expensive,  hospital  facilities. 
A  hospital,  therefore,  may  be  penalized  by  a  reduction  in  its  publicly-aided 
rate  by  the  Commission  if  it  falls  below  a  certain  minimal  number  of  patient 
days  in  the  base  year.    This  is  known  as  an  occupancy  penalty-,  and  has  as  its 
goal  the  elimination  of  underutilized  hospital  facilities  with  a  consequent 
reduction  in  cost  to  the  Commonwealth. 

Rates  set  for  hospitals  are  also  limited  by  calculation  of  charges  to 
the  general  public  for  a  day  of  hospital  care,  since  rates  paid  by  purchasing 
state  agencies  for  services  to  publicly-aided  individuals  may  not  exceed  those 
rates  paid  by  the  general  public. 

Although  the  rate  certified  is  prospective,  with  no  final  settlement 
at  the  end  of  the  year,  the  Commission  may  adjust  the  certified  rate  to  include 
costs  incurred  as  a  conditon  of  hospital  licensure,  as  a  result  of  a  project 
approved  by  the  Department  of  Public  health  -under  its  determination  of  need 
program,  as  a  result  of  severe  financial  hardship  to  the  hospital,  and  on 
other  similarly  limited  grounds. 

■  Inpatient  rates  for  new-born  care  are  calculated  at  one-third  of  the 
inpatient  rate. 

Outpatient  Rates 

Publicly- aided  outpatient  rates  are  expressed  as  a  percentage,  which 
is  the  relationship  between  the  total  outpatient  costs  and  total  outpatient 
revenues  (gross)  from  charges  during  the  base  year.     An  outpatient  rate  may 
not  exceed  100£  of  charges.     As  with  the  inpatient  rate,  there  is  no  final 
settlement  for  outpatient  services  rendered  to  publicly-aided  individuals. 

The  method  used  by  the  Commission  to  calculate  publicly-aided  rates 
of  reimbursement  is,  in  sum,  premised  upon  cost  control  objectives,  sensitive 
both  to  restraining  the  expenditures  of  the  Commonwealth  for  inpatient  and 
outpatient  hospital  care,  as  well  as  to  changes  in  the  general  economy  and 
hospitals'  ranges  cf  services. 
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(2)     Charges  and  Rates  of  Reimbur semgnt  for  Hospitals  Operated  3y 
Departments  of  the  Commonwealth,  Including  Joldiers '  Hones 

Annually,  the  Commission  determines  both  rates  of  reimbursement  for  serv- 
ices for  publicly-aided  individuals  anu  charges  to  the  general  public  for 
hospitals  owned  by  departments  of  the  Commonwealth,  including  the  Soldiers' 
domes.     Unique  rates  ana  charges  are  set  for  each  hospital.    The  rates  of 
reimbursement  for  services  rendered  publicly-aided  individuals  are  deter- 
mined in  the  manner  previously  described. 

The  Commission  also  establishes  the  charges  that  these  institutions  are 
to  make  to  the  general  public  (persons  who  pay  for  their  own  health  care 
services  or  who  have  commercial  health  insurance) .    This  Commission  function 
is  quite  important  for  these  institutions,  because  Medicare  and  Blue  Cross, 
in  addition  to  Medicaid,  pay  the  lower  of  costs  or  charges.    Therefore,  the 
Commission  must  set  charges  equal  to  costs  or  the  Commonwealth  will  lose 
revenue  that  otherwise  could  be  obtained  from  Blue  Cross  and  the  federally 
funded  Medicare  program.    As  in  the  methodology  for  publicly-aided  reimburse- 
ment, outpatient  rates  are  based  on  the  average  cost  of  an  outpatient  visit 
and  cover  all  the  services  rendered  during  one  visit. 

(3)     Industrial  Accident  Rates  -  The  Rate  Setting  Commission  establishes 

rates  of  payment  to  hospitals  for  services  to  persons  who  are  eligible  under 

G.L.  c.  152,  the  Workmen's  Compensation  Act.  These  rates  are  effective  as  of 
October  1  of  each  year. 

Inpatient  Rates  of  Payment  -  A  per  diem  inpatient  rate  is  established 
for  each  hospital.     This  rate  is  the  sum  of:     the  hospital's  average  weighted 
semi-private  room  and  board  charge  to  the  general  public  that  is  in  effect  or 
to  be  in  effect  on  October  1  of  the  rate  year,  plus,  the  hospital's  average 
per  diem  special  services  (i.e.,  laboratories,  x-rays)  charges  reported  for 
the  hospital's  most  recent  fiscal  year  for  which  a  cost  report  has  been  filed. 
An  appropriate  adjustment  to  the  rate  is  made  for  patients  who  require  more 
expensive  intensive  care  services. 

Outpatient  Rates  of  Payment  -  The  rate  of  reimbursement  for  outpatient 
services  is  computed  as  a  percentage  of  charges,  not  to  exceed  100%.  This 
percentage  of  charges  is  the  ratio  of  total  outpatient  costs  to  total  out- 
patient charges  as  reported  by  the  hospital  for  the  hospital's  most  recent 
fiscal  year  for  which  a  cost  report  has  been  filed  with  the  Commission. 
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(3)    CHAPTER  409  OF  THE  ACTS  OF  1976 

In  October  1976  the  legislature  enacted  Chapter  409  of  the  Acts  of  1976.  This 
statute  repealed  and  replaced  Chapter  424  of  the  Acts  of  1975,  and  it  established  a 
permanent  system  for  approving  hospital  charges.    Chapter  409  establishes  a 
developing  program  for  budget  review,  with  various  stages  and  changes  occurring 
at  specified  times  as  set  out  in  the  legislation.    The  first  such  mandatory  change 
occurs  for  fiscal  year  1978  reviews.    The  Commission  was  awarded  a  federal  contract, 
described  elsewhere  in  this  Annual  Report,  to  support  research  activities  geared 
toward  development  and  refinement  of  methodologies  to  be  employed  in  the  later  stages 
of  implementing  Chapter  409.    Because  of  these  factors,  Regulation  14  CHSR  9,  which 
was  adopted  to  implement  C.  409  for  fiscal  year  1977  reviews  differed  little  from  its 
predecessor  regulation  14  CHSR  4.    The  framework  within  which  analysis  is  performed 
and  approval  granted  is  as  follows: 

The  basic  principle  of  the  current  system  is  that  increases  in  charges,  or  more 
accurately  increases  in  revenue,  must  be  based  on  allowable  increases  in  costs.  For 
purposes  of  the  system,  allowable  costs  must  fall  into  those  cost  categories  recognized 
for  reimbursement  purposes  under  Medicare,  plus  bad  debt  and  free  care. 

Prior  to  determining  allowable  revenue,  the  Commission  reviews  each  hospital's 
budgeted  costs  through  the  application  of  various  cost  screens  which  are  required  by 
law  and  further  refined  by  Commission  regulation.    The  Commission  has  consistently 
adhered  to  the  policy  that  its  regulations  should  clearly  define  review  methodologies 
to  insure  consistency  and  predictability  and  that  such  regulations  should  limit  the 
Commission's  discretion  to  selected  situations  where  a  strict  application  of  regulations 
would  be  inequitable  and/or  produce  undue  hardship. 

The  initial  cost  screen  to  which  the  budget  is  subjected  is  a  screen  for  inflation. 
The  Commission  uses  an  inflation  index  designed  to  contain  hospital  cost  increases 
attributable  to  inflation  to  the  rate  of  increase  experienced  in  the  general  economy. 
The  index  breaks  hospital  costs  down  into  18  natural  cost  categories',  i.  e.  labor 
(4  categories),  supplies,  utilities,  etc.    Each  of  these  categories  is  then  assigned  a 
surrogate  economic  indicator  from  the  general  economy.    For  example,  support 
hospital  personnel  such  as  housekeepers,  dietary  workers,  etc.  may  be  likened  to 
hotel  and  restaurant  workers.    The  rate  of  increase  projected  to  be  experienced  by 
the  surrogate  indicator  becomes  the  rate  of  increase  to  which  the  hospital  cost  category 
will  be  held.    Then  the  allowed  rate  of  increase  for  each  category  is  determined,  the 
categories  are  weighted  on  the  basis  of  the  percentage  of  the  total  of  the  hospital's  cost 
each  category  represents;  the  weighted  allowable  increases  are  then  totaled  resulting 
in  a  single  composite  inflation  factor  for  each  hospital.    The  hospital's  prior  year  costs 
are  then  multiplied  by  the  inflation  factor  to  determine  allowable  cost  increases  attrib- 
utable to  inflation.   If  a  hospital's  budgeted  costs  do  not  exceed  prior  year  costs  plus 
inflation,  the  cost  analysis  is  complete  and  the  budgeted  costs  approved. 
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[continued] 


Hospitals  are  not  static  institutions.   In  any  year  or  between  years,  they  add, 
expand  or  subtract  services.    They  increase  the  volume  of  procedures  or  patient  days 
within  existing  services.    Thus  a  hospital's  budgeted  costs  may  exceed  what  would  be 
allowed  strictly  through  the  inflation  screen.    The  second  level  of  analysis  is  a  screen 
for  marginal  costs  generated  by  additional  volume  of  services.   Initially,  the  staff 
reviews  the  projected  increases  in  volume,  in  both  routine  and  ancillary  services,  to 
determine  whether  such  increases  are  reasonable.    Corridors  have  been  established 
within  which  increases  are  considered  presumptively  reasonable.    If  the  projected 
increases  exceed  the  corridors,  the  hospital  is  asked  to  justify  the  excess  on  the 
basis  of  changing  circumstance,  changes  in  services  and  other  factors.    It  should  be 
noted  that  the  question  of  whether  volume  increases  are  reasonable  and  the  balancing 
between  additional  services  and  the  increased  costs  related  to  such  services  is  one  of 
the  most  critical  problems  for  effective  rate-setting  and  social  and  health  policy  gener- 
ally.  It  is  an  area  upon  which  the  Commission  is  concentrating  substantial  developmental 
effort. 

Having  determined  the  reasonableness  of  projected  volume  increases,  analysis  is 
then  conducted  which  determines  the  marginal  cost  impact  of  increased  volume.  Until 
the  methodology  for  analyzing  volume  is  further  refined,  14  CHSR  9  assumed  that 
hospitals  operate  at  1009c  capacity.    Consequently,  for  the  first  59c  increase  in  volume, 
full  base  year  unit  cost  adjusted  for  inflation  was  allowed  as  a  volume  adjustment. 
Finally  for  additional  volume  increases  over  5%,  it  was  assumed  the  hospital  has  built 
up  its  capacity  to  absorb  additional  volume  at  less  than  full  unit  cost.    Therefore,  409c 
of  base  year  unit  cost  adjusted  for  inflation  was  allowed  for  each  unit  beyond  a  5%  increase. 
Similar  cost  adjustments  were  made  for  volume  decreases. 

A  hospital  which,  following  analysis  for  inflation  and  volume,  still  has  additional 
budgeted  costs  is  entitled  to  apply  for  approval  of  costs  which  are  classified  as  "beyond 
the  hospital's  control."  Unlike  the  screens  for  inflation  and  volume,  application  of  this 
provision  is  not  formulistic  but  relies  more  upon  the  discretion  and  judgment  of  the 
Commission.    Consequently  the  Commission  has  attempted  to  limit  its  application  to 
specific,  clearly  defined  circumstances,  at  the  same  time  recognizing  that  the  provision 
is  intended  to  avoid  severe  disruption  in  hospital  services  or  serious  financial  hardship. 

As  the  title  implies,  the  section  is  designed  to  accommodate  situations  where  costs 
are  imposed  on  the  hospital  by  such  events  as  licensure  or  other  government  requirements, 
increased  insurance  premiums  and  increased  capital  costs  accompanied  by  a  determination 
of  need  approval.    These  latter  costs,  although  not  strictly  beyond  the  hospital's  control, 
represent  costs  which  by  definition  fulfill  a  desired  public  purpose. 

New  services  are  treated  separately  and  are  subjected  to  a  separate  review  process 
before  being  added  to  the  allowable  cost  base. 
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After  allowable  costs  have  been  determined,  allowable  revenue  is  then  determined 
by  comparing  projected  revenue  to  allowable  costs  and  calculating  the  resulting  ratio  of 
costs  to  charges  (revenue).   A  hospital  with  an  historical  cost  to  charge  ratio  of  greater 
than  ninety-five  percent  is  entitled  to  a  ratio  of  at  least  ninety-five  percent.    A  hospital 
with  an  historical  cost  to  charge  ratio  of  less  than  ninety-five  percent  is  not  entitled  to 
a  lower  ratio. 

The  Commission  is  also  to  ensure  that,  in  those  cases  where  a  hospital  has 
achieved  a  fiscal  year  ratio  lower  than  the  allowable  level,  that  there  should  be  a  pro- 
spective recovery  of  excess  revenues  earned.   At  the  end  of  each  fiscal  year,  the 
hospital  must  submit  a  statement  of  compliance  with  the  ratio  established,  subject  to 
audit  by  the  Commission.    The  Commission  can  visit  hospitals  and  examine  bills  and 
records  to  determine  that  only  approved  charges  are  being  billed  to  patients. 

The  Commission  was  enjoined  from  enforcing  the  sections  of  14  CHSR  9  which 
authorized  year-end  compliance  review  by  the  decision  in  Affiliated  Hospitals  Center, 
Inc.  v.  Weiner,  et  al.  (Sup.  Ct.  Civil  Action  No.  19457) 

During  the  period  June  1976  to  June  1977  the  Rate  Setting  Commission  reviewed  one 
hundred  and  nineteen  (119)  first  requests  for  charge  modification  for  the  fiscal  year  1977, 
twenty  (20)  second  requests  for  charge  modification  and  numerous  requests  for  new 
service  applications.    This  compares  to  one  hundred  and  fourteen  (114)  first,  seventeen 
(17)  second,  and  numerous  new  service  applications  for  fiscal  year  1976  reviewed  from 
July  1975  to  June  1976.   Also,  during  February  and  March  of  1977,  the  Commission 
reviewed  one  hundred  and  five  (105)  fiscal  year  1976  compliance  applications;  Commission 
action  on  these  was  subsequently  enjoined. 
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(1)  Reimbursement  System  in  General  -  During  fiscal  year  1977 ,  the 
basic  rate  setting  methodology  was  not  changed  from  prior  years.     It  is 
retrospective  in  that  the  Commission  establishes  an  individual  interim  per 
diem  rate  for  each  facility  based  on  its  historical  costs  projected  forward, 
which  is  later  superceded  by  a  final  rate  based  on  actual  costs  incurred 
that  year,  usually  after  audit.     The  interim  rate  is  paid  on  a  current 
basis  by  the  purchasing  state  agency.     After  the  final  rate  is  certified 

by  the  Commission,  a  final  settlement  is  made  between  the  purchasing 
state  agency  and  the  facility. 

The  interim  rate  effective  July  1,  1976,  was  based  on  the  1975 
unaudited  cost  reports  with  an  application  of  a  9%  cost  adjustment 
factor. 

As  in    establishing  the  1975  interim  rates,  the  latest  field  audit 
information  available  was  used  as  an  additional  resource  with  the  1975  cost 
reports  in  the  development  of  the  1976  interim  rates.     In  addition  the 

1976  cost  report  was  designed  to  allow  providers  to  itemize  expenditures 
which  were  not  related  to  patient  care  and  were  removed  from  allowable 

cost  in  calculating  the  interim  rate  for  1977.  These  steps  should  result  in  a 
more  precise  rate  that  should  produce  fewer  appeals. 

The  assumption  here  is  that  the  interim  rate,  while  not  representing 
actual  costs,  will  closely  approximate  the  costs  that  the  facility  should 
incur,  so  that  the  final  rate  established  by  the  Commission  after  cost 
reports  are  filed  with  the  Commission  and  the  facilities  are  audited 
will  be  very  much  in  line  with  the  interim  rates.     This  reduces  unnecessary 
cash  expenditures  by  the  Commonwealth    and  decreases        the  difficulty  faced 
by  the  purchasing    agencies  in  recovering  overpayments,  which  are,  in  effect, 
interest-free  loans  to  the  facilities. 

(2)  Reimbursement  Studies  -  Although  it  chose  to  retain  in  fiscal  year 

1977  the  retrospective  system  of  reimbursement,  the  Commission  continued 
work  on  several  studies  with  regard  to  the  feasibility  of  the  use  of  multiple 
rates  for  multi-level  facilities,  flat  rates,  patient-oriented  rates  of 
payment,  and  studies  to  compare  the  advantages,  if  any,  of  these  systems  over 
the  present  system  of  reimbursement  for  services  provided  publicly-aided 
individuals  by  nursing  homes  and  rest  homes.     Studies  were  conducted 
through  a  joint  effort  of  the  Bureau  of  Long  Term  Care  and  Planning  and 
Analysis  and  the  Accounting  Policy  Unit. 

(a)    Multiple  rates  for  multi-level  facilities 

In  1976  the  Department  of  Public  Welfare  indicated  that  such  a  system  would 
be  an  administrative  burden,  if  administratively  feasible  at  all.     In  1977 
the  Department  of  Public  Welfare  confirmed  that  it  could  not  administer  the 
vendor  payment  system  needed  to  issue    multiple  rates  and  the  Commission 
temporarily  discontinued  work  on  multiple  rates. 

(b)     Flat  rates 

The  attempt  to  develop  a  flat  rate  for  fixed  costs,  based  on  the  year  of 
construction  on  a  per  bed  basis  was  discontinued  in  1977.     The  Commission  found 
it  impossible  to  develop  reliable  construction  costs  for  the  various  years. 
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In  1977  work  continued  on  the  budgeted  flat  rate  and  is  currently 
awaiting  full  computerization  of  the  fixed  cost  component  to  develop  a 
model  for  testing. 


(c)  Incentives 

The  Commission  began  studies  in  fiscal  1977  on  a    reimbursement  methodology 
for  long  term  care  facilities  which  would  include  incentives  based  on  the 
achievement  of  various  policy  goals,  tentatively  including: 

1.  Providing  for  the  provision  of  quality  patient  care; 

2.  Promoting  economic  efficiencies  and  cost  containment; 

3.  Developing  rates  on  a  cost  related  basis; 

4.  Providing  an  amount  of  incentive  sufficient  to 
achieve  policy  goals. 

(d)  Fixed  cost  reimbursement 

In  fiscal  1977  as  a  result  of  the  elimination  of  the  step-up  in 
basis  (discussed  later)  a  committee  was  formed  to  examine  the  entire 
area  of  fixed  cost  reimbursement.     The  Commission  is  currently  reviewing 
these  recommendations  for  possible  regulatory  action. 


(3)    Cost  Control  Issues  -  Due  to  the  financial  status  of  the  Commonwealth 
and  to  requests  made  by  the  administration  to  keep  costs  down  as  much  as 
possible,  it  was  decided  by  the  Commission  to  continue  the  present  cost  reimburse 
ment  formula  as  the  best  means  at  this  time  to  control  inflationary  health  care 
costs.    Therefore,  when  the  Commission  promulgated  Regulation  lh  CHSR  202 
effective  as  of  January  1,  1977,  it  included  the  following  cost-control 
provisions . 

(a)    Ceilings-  Nursing  Homes 

The  development  of  individual  facility  rates  requires    the  Commission 
to  determine  the  reasonableness  of  the  costs  incurred  by  each  facility. 
In  order  to  judge  reasonableness,  the  reimbursement  method  has  evolved  a 
series  of  limitations  on  costs  reflecting  norms  of  appropriate  cost  behavior. 

Thus,  for  example,  the  regulation  establishes  ceilings  on  nursing 
and  other  variable  costs,  on  depreciation  and  interest,  on  administrative 
expenses,  and  on  motor  vehicle  expenses.    The  ceilings  are  intended  to 
produce  a  balance  between  recognizing  costs  appropriate  to  the  provision 
of  quality  patient  care  and  avoiding  excessive  expenditures  that  perhaps 
have  no  effect  on  patient  care. 

The  ceilings  on  nursing  and  other  variable  costs  are  related  to  the  level 
of  care  provided  by  the  facility.    The  level  is  determined  by  the  Department 
of  Public  Health.    Relating  limitations  to  levels  allows  the  rate  to  reflect 
in  an  appropriate  manner  the  differences  in  intensity  of  services  provided 
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at  different  levels  of  care. 

The  current  regulation  contains  features  intended  to  provide  flexibility, 
promote  efficiency,  and  assure  that  patients  are  properly  placed  and  cared 
for.     One  section  allows  for  waiving  of  limitations,  particularly  on  nursing 
and  variable  costs,  if  the  provider  agrees  with  the  Department  of  Public  Welfare 
to  accept  patients  designated  by  the  Department.     This  provision  recognizes  that 
(a)  a  number  of  publicly -aided  patients  are  in  hospitals  and  should  be  moved 
to  lover-cost  nursing  homes,  and  (b)  these  patients  may  have  such  a  high  level 
of  need  that  existing  facility  rates  could  not  support  provision  to  them  of  the 
proper  level  of  care.    The  provision  permits  a  rate  adjustment  to  accommodate 
patient  needs  in  the  described  circumstances. 

(b)  Ceilings  -  Rest  Homes 

Although  the  Commonwealth  does  not  r»ay  for  Level  IV  (rest  home) 
care  under  the  State  Medicaid  Plan,  it  does  make  up  the  difference  after 
SSI  payments  have  been  made  on  behalf  of  publicly-aided  persons.  Therefore, 
rates  of  payment  are  established  for  this  level  of  care  and  are  used  by 
purchasing  agencies  such  as  Veterans  Services  for  publicly-aided  individuals. 
The  Commission  established  for  this  level  of  care  a  maximum  rate  of  &1U.00  a 
day.  However,  rest  homes  are  also  treated  individually,  are  required  to  file 
cost  reports  with  the  Commission,  and  are  subject  to  audit.    Therefore,  while 
there  may  be  a  maximum  rate  for  this  level  of  care,  there  is  no  minimum  rate 
and  the  rest  homes  are  reimbursed  through  individually  determined  rates  that 
may  be  below  $lU.OO  per  diem. 

(c)  Dual  Rates 

There  are  about  28  long  term  care  facilities  that  provided  both  nursing 
and  resident  (Level  IV)  care.    Under  Regulation  lU  CHSR  202,  in  fiscal  year 
1977,  the  Rate  Setting  Commission  gave  such  facilities  two  interim  rates. 
One  rate  was  computed  for  Levels  I/H  and  III  care  with  a  nursing  care  component. 
Another  rate  was  computed  without  the  nursing  care  component  for  Level  IV  care, 
not  to  exceed  $lU.OO  per  patient  per  day.    The  facility  was  paid  on  the 
number  of  patient  days  in  both  divisions  at  the  appropriate  rate. 

(d)  Changes  in  Level  of  Care 

The  Long  Term  Care  Information  System  (LTCIS)  maintained  by  the  Department 
of  Public  Health  produces  for  the  Commission  information  with  respect  to  changes 
in  the  level  of  care  by  a  long  term  care  facility. 

As  was  stated  earlier,  the  Commission's  regulation  establishes  a 
variety  of  cost  ceilings,  the  amount  of  some  of  which  depends  on  the  level 
of  care  provided  by  the  facility.     If  a  facility's  interim  rate  is  based 
on  its  classification  as  a  Level  I/II,  and  during  the  rate  year  it  becomes 
a  Level  III,  unless  the  interim  rate  is  reduced,  it  will  almost  inevitably 
be  higher  than  a  final  rate  calculated  for  a  Level  III  facility.    The  result 
will  be  overpayment.    The  same  applies  if  a  unit  within  the  facility  is  reduced 
in  level. 

In  the  past,  the  Commission  did  not  know  of  reductions  in  level  until 
after  the  close  of  the  rate  year  when  a  field  audit  was  conducted.  Through 
the  LTCIS,  the  Commission  can  make  immediate  rate  adjustments  based  on  changes 
in  licensure. 
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As  LTCF  cost  reports  are  received,  they  are  reviewed  by  Commission 
staff  and  then  immediately  keypunched  and  entered   into   the  LTCIS  data  blank. 
As  a  result,  the  Commission  has  been  able  to  establish  greater  control  and 
security  with  respect  to  the  basic  documents  from  which  rates  are  developed. 

It  is  envisioned  that  the  Long  Terra  Care  Information  System  will  also 
enable  the  Commission  to  develop  more  appropriate  tests  of  reasonableness,  and 
to  monitor  patterns  of  cost  behavior  among  the  long  term  care  facilities  with 
greater  accuracy. 

(e)  Occupancy  Provisions 

As  in  the  methodology  for  hospitals,     the    long    term  care 
facilities  regulation  requires  the  home  to  maintain  a  given  level  of  occupancy 
(currently  95%)  or  else  it  will  have  its  rate  reduced.    Not  only  is  this 
occupancy  penalty  useful  in  ensuring  that  the  Commonwealth  will  not  be  paying 
the  extra  expense  of  under-utilization  of  facilities,  but  the  occupancy  factor 
is  useful    in  the  effort  to  encourage  the  facilities  to  accept  publicly-aided 
individuals  to  avoid  the  penalty,  rather  than  waiting  to  find  privately-paying 
individuals  who  will  pay  more.    The  occupancy  penalty,  therefore,  acts  as  an 
incentive  for  accepting  publicly-aided  individuals,  who  make  up  roughly  85* 
of  nursing  home  residents,  and  for  whom  the  Commonwealth  and  hospitals  have 
traditionally  had  trouble  placing  more  appropriately  (at  less  cost  to  the 
Commonwealth)  in  nursing  homes. 

(f)  Depreciation  and  Interest  Reimbursement 

One  of  the  most  publicly  discussed  areas  of  potential  abuse  in  the 
longterm  care  facilities  industry  relates  to  capital  transactions  and 
associated  depreciation  and  interest  reimbursements;  changes  in  ownership, 
new  construction,  financing  and  refinancing  arrangements. 

Changes  in  Ownership  -  In  the  past ,  a  change  of  ownership  of  a  long 
term  care  facility  would  produce  a  high  basis  for  depreciation  purposes 
as  well  as  a  higher  base  for  measuring  allowable  mortgage  interest.  Rate 
increases  would  occur,  often  between  $1  and  $3  per  patient  day, merely 
because  of  the  change  in  ownership. 

The  situation  was  of  concern  to  the  Commission  for  two  reasons: 
la)  instituting  the  higher  depreciation  basis  had  the  practical  potential 
effect  of  having  the  Commonwealth  pay  more  than  once  for  the  same  facility 
through  depreciation  reimbursement ;  and  lb)  the  rate  increase  had  not  logical 
or  necessary  relationship  to  any  improvement  in  patient  care,  arose  because 
of  the  treatment  of  change  of  ownership  for  reimbursement  purposes  ,  and  obliged 
the  Commonwealth  to  pay  more  money  without  benefitting  patient  care. 

During  fiscal  year  1976,  the  Commission  announced  new  rules  for  changes 
in  ownership  which  frontally  addressed  the  two  concerns.    Effective  July  1, 
19Tb  no  change  of  ownership  could  produce  an  increase  in  the  facility's 
basis  for  depreciation  and  interest.    That  is,  the  Commonwealth  would  con- 
tinue reimbursing  the  home  as  if  there  had  been  no  change  of  ownership 
(unless  the  purchase  price  was  lover  than  the  seller's  depreciation  basis). 
There  would  be  no  rate  increase  solely  because  of  the  changes;  nor  would 
the  facility  be  paid  for  depreciation  more  than  once.    The  policy  was  in 
effect  throughout  fiscal  year  1977. 
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Because  of  the  radical  nature  of  this  change,  the  Commission  announced 
the  rule  in  February  1976  and  allowed  providers  to  transfer  ownership,  subject 
to  certain  specified  conditions,  up  through  June  30,  1976,  and  receive  the 
benefit  of  a  "stepped-up  basis."    All  transfers  had  to  be  reviewed  by  the 
Commission  first  to  assure  their  good  faith  before  increased  reimbursement 
would  be  permitted.    A  number  of  petitions  for  such  approval  were  rejected  by  the 
Commission. 

The  Commission  had  made  a  number  of  prior  attempts  to  preclude  manipulation 
of  purchase  prices  as  a  means  of  increasing  rates.     In  1969  a  depreciation 
schedule  was  introduced  which  established  maximums  for  depreciation  reimbursement, 
as  well  as  for  mortgage  interest  and  equity.     When  a  change  of  ownership  occurred 
the  new  owner  would  be  reimbursed  for  depreciation  on  the  basis  of  the  lower 
of  acquisition  price  or  the  schedule  amount,  and  no  mortgage  interest  would  be 
allowed  if  the  principal  to  which  it  related  exceeded  the  amount  on  which  depreciatio 
was  calculated.    That  is,  if  depreciation  were  held  to  a  basis  of  $1,000  per  bed, 
interest  would  be  reimbursed      on    an  amount  of  principal  equal  to  $1,000  per 
bed  also  (plus  the  value  of  the  land). 

In  197^  the  Commission  further  restricted  depreciation  and  interest 
reimbursement  through  use  of  a  "depreciation  recapture"  provision.    For  changes 
in  ownership  occurring  after  January  1,  197^,  depreciation  was  based  on  the  lower 
of  (a)  acquisition  price  or  (b)  the  schedule  amount  reduced  by  the  value  of 
depreciation  already  reimbursed  to  prior  owners.    That  is,  if  depreciation 
was  already  paid    on  behalf  of  a  facility,  it  would  not  be  paid  a  second  time. 

Most  of  the  Commission's  initiatives  as  described  in  this  section  are 
prospective  in  impact.    They  should  serve  to  mitigate  and  eventually  eliminate 
various  causes  by  which  LTCF  rates  have  been  inappropriately  increased  in  the 
past.     However,  their  actual  impact  on  past  events  is  minimal. 

For  example,  if  the  Commission  allowed  a  stepped-up  basis  in  assets 
in  1969  inappropriately,  the  higher  value  of  the  assets  is  currently  being 
carried  on  the  Commission  records  and  is  used  in  current  rate  calculations. 
Because  of  the  potentially  large  amount  of  overpayments  that  may  have  been 
incorporated  into  rates  by  past  practices,  the  Commission  is  beginning 
a  systematic  review  of  cost  reports  and  work  papers  currently  on  file  from 
prior  years. 

The  purpose  of  such  a  review  would  be  two-fold:    to  determine 
whether  in  fact  the  Commission's  regulations,  including  its  various  ceilings 
and  limitations,  had  been  appropriately  applied  in  all  instances;  and  more 
specifically,  to  examine  change  of  ownership  situtations  to  determine  whether 
the  Commission  had  sufficient  facts  to  approve  a  stepped-up  basis  in  assets. 

First  priority  is  a  review  of  records  relating  to  those  facilities 
which  have  changed  ownership  since  1969»  the  first  year  in  which  the  Commission 
began  allowing  for  depreciation  and  interest  on  a  cost  reimbursement  basis. 
Second  priority  is  a  review  of  the  records  relating  to  the  multi-facility 
chains. 

As  past  errors  are  discovered  in  the  application  of  regulations  and 
policies,  the  Commission  will  either  directly  recalculate  and  certify  a  new 
rate  or  handle  adjustments  as  part  of  the  appeals  process  where  appeals  are 
still  pending. 

Financing  and  Refinancing  -  Even  where  changes  of  ownership  are  not 
involved,  facilities  will  obtain  financing  and  seek  reimbursement  of  interest. 
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The  Commission  has  generally  applied  an  overall  ceiling  on  reimbursable  interest, 
in  addition  to  the  limitation  related  to  the  depreciation  basis. 

Currently,  reimbursable  interest  may  not  exceed  11%  of  all  outstanding 
loans,  weighted  by  the  dollar  amount  of  such  loans,  and  reimbursable  interest 
on  any  one  loan  may  not  exceed  lQ%.    The  11%  limitation  does  not  mean  that  all  loai 
must  be  at  an  11%  rate.    For  example,  a  facility  may  have  a  first  mortgage  of 
$1,000,000  at  10%  interest  and  a  second  mortgage  of  $100,000  at  20%.  Total 
interest  is  $120,000.    Were  it  not  for  the  18%  limitation  on  any  one  loan, 
the  full  amount  of  interest  would  be  reimbursable  because  $120,000  is 
less  than  11%  of  $1,100,000  (=$121,000). 

Even  with  this  type  of  limitation,  however,  the  Commission  has  had  no  effective 
way  in  the  past  of  dealing  with  the  fact  that  providers  would  obtain  financing  wit* 
the  allowable  limits  and  use  the  funds  for  external  (non-patient  related)  purposes 
Based  on  an  APU  recommendation,  the  Commission  adopted  a  policy,  effective 
January  1,  1975,  whereby  if  the  books  and  records  of  a  LTCF  indicate  that  the 
facility  has  a  loan  payable  on  which  interest  expense  is  reimbursable,  and  at 
the  same  time  the  books  and  records  indicate  that  the  facility  has  made  loans  to 
any  of  its  officers  or  owners,  the  Commission  will  impute  interest  on  the  loans 
to  officers  or  owners  at  the  highest  rate  of  interest  being  paid  on  the  loans  paya 
and  will  reduce  otherwise  reimbursable  interest  by  the  amount  of  that  imputed 
interest.     The  theory  applied  by  the  Commission  is  that  if  the  facility  has 
sufficient  funds  available  to  loan  out,  those  funds  should  be  applied  first  to 
reduce  existing  borrowings  on  which  interest  is  being  paid  by  the  facility  and 
reimbursed  by  the  Commonwealth. 

The  Commission  is  now  considering    extending  this  principle  further 
and  imputing  interest  on  any  expenditure  made  by  the  facility  and  disallowed 
by  the  Commission  as  unreasonable.    Again,  the  theory  is  that  those  excessive 
expenditures  could  have  been  applied  to  reduce  outstanding  obligations. 

For  example,  if  the  long  term  care  facility  chooses  to  pay  an  administrator 
an  amount  greater  than  the  administrative  allowances  established  by  the  Commissior 
regulation,  the  excess  represents  funds  that  could  have  been  used  instead  to  reduc 
loans  payable.    The  Commonwealth  should  not  subsidize  the  LTCF's  decision  to  appl: 
funds  to  different  purposes. 

Moving  toward  this  goal  in  fiscal  1977  the  Commission  adopted  by  regula- 
tion the  principle  of  "negative  equity".     Under  this  concept  providers  who  have 
excessively  withdrawn  funds  or  spent  excessive  funds  for  non-patient  related 
items  are  penalized  to  the  extent  these  withdrawals  or  spendings  create  a 
deficit  or  negative  equity.     The  penalty  is  at  the  same  rate  of  return  as  is 
reimbursed  for  surpluses  or  positive  equity.     In  effect,  positive  equity 
increases  a  per  diem  rate,  while  negative  equity  reduces  it. 

Hew  Construction  -  Commission  regulations  currently  permit  depreciation  to 
be  based  on  reasonable  construction  costs  in  the  case  of  new  facilities.  Exami- 
nation of  Commission  practices  in  the  past  indicated  that  the  staff  had  generally 
accepted  the  construction  costs  as  reported  by  the  facility.    This  practice 
prevailed  even  in  the  case  of  turn-key  operations,  whether  or  not  the  licensee 
and  the  builder  were  related  parties.     In  the  case  of  turn-key  arrangements, 
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the  ultimate  ovner  would  in  fact  ordinarily  report  his  purchase  price,  which 
would  have  a  profit  margin  built  in  for  the  builder. 

The  Commission  initiated  a  process  of  field  auditing  the  construction 
books  and  records  of  the  new  facilities.    Where  there  is  a  turn-key  arrange- 
ment, the  ultimate  owner  must  secure  Commission  access  to  the  builder's  books 
and  records  before  a  rate  will  be  estimated.     This  process  now  permits  the 
Commission  to  verify  the  construction  costs  related  to  the  facility,  and  to 
determine  the  reasonableness  of  those  costs. 

(h)    Administrative  Improvements  -  New  cost  reporting  forms  were  adopted 
by  the  Commission,  enabling  the  easy  transference  of  data  from  the  cost  re- 
ports to  the  Long  Term  Care  Information  System  maintained  by  the  Department  of 
Public  Health. 


Audit  adjustments  to  cost  reports  were  codified  so  that  providers  could 
understand  the  adjustments  made  and  the  reason  they  were  made.     This  new 
system  should  produce  a  decrease  in  the  number  of  appeals  filed  by  providers 
on  the  basis  of  a  misunderstanding  of  an  audit  adjustment. 

In  the  same  vein,  a  double  entry  adjustment  system  was  initiated  and 
completed  in  fiscal  year  1977,  which  provides  for  the  adjustments  to  both 
expenses  and  equity  by  a  series  of  debits  and  credits.     This  system  makes  clear 
the  nature  of  the  adjustments  being  made  and  assures  a  complete  follow  through 
by  the  auditor  making  the  adjustment. 

During  fiscal  1977  a  new  process  was  developed  which  provided  for  the 
notification  to  long-term  care  facilities  of  their  rate  and  how  it  was  cal- 
culated prior  to  action  by  the  Commission.     Facilities  were  invited  to  send 
in  their  written  comments  so  that  issues  could  be  clarified  and  alleged  errors 
examined.    While  this  placed  an  enormous  and  additional  administrative  and  cler- 
ical burden  on  the  staff  it  has  already  resulted  in  a  diminished  number  of 
appeals  which  were  even  more  time  consuming. 

In  the  latter  part  of  fiscal  1977  a  new  project  was  inaugurated  to  attack 
the  perennial  backlog  of  rates  particularly  final  rates.  A  process  of  evalua- 
tion of  public  dollar  impact  was  developed  so  that  the  Long-Term  Care  Bureau's 
limited  resources  could  be  developed  for  the  greatest  benefit.  Thus  some  field 
audits  which  produce  little  cost  savings  will  be  discontinued  in  favor  of  desk 
reviews  thus  allowing  staff  to  spend  more  hours  on  issues  and  facilities  which 
may    result  in  greatest  cost  savings. 


C.     COMMUNITY  AND  HOME  HEALTH  AGENCIES 


This  class  is  made  up  of  a  diverse  group  of  health  care  providers,  all  of 
which  operate  as  organizations  whose  primary  objectives  include  the  delivery 
of  care  in  community  settings.    The  emphasis  for  services  provided  by  these 
agencies  is  on  ambulatory  and  home  health  care,  both  of  which  serve  as  alter- 
natives to  inpatient  hospital  or  nursing  home  services. 

Community  and  home  health  agencies  include  visiting  nurse  associations, 
homemaker  agencies,  neighborhood  health  centers,  health  maintenance  organizations, 
detoxification  and  rehabilitation  programs,  family  planning,  abortion  and 
sterilization  services,  free  standing  mental  health  programs,  psychiatric  day 
treatment  programs,  adult  day  services,  outpatient  tuberculosis  clinics,  and 
independent  living  programs  providing  health  support  services  to  severely 
handicapped  persons. 

As  might  be  expected,  the  organizations  delivering  community-based  care 
are  usually  less  complex,  both  fiscally  and  physically,  than  hospitals  or 
nursing  homes.     Often  they  are  relatively  new  programs  that  were  developed 
and  nurtured  under  the  innovative  federal  funding  that  characterized  the 
federal  anti-poverty  programs  in  the  1960's,  or  are  organizations  that  traditionally 
delivered  charitable  care  without  concern  for  direct  cost  reimbursement.  These 
organizations  are  now  funded  through  a  variety  of  sources,  including  federal 
and  local  grants,  third  party  reimbursements,  and  private  payments.     In  many 
cases  they  find  themselves  subject  to  demanding  regulatory  controls  including 
requirements  for  reporting  detailed  cost  data  in  order  to  realize  reimbursement 
for  their  services. 

The  primary  goal  of  the  Bureau  of  Community  and  Home  Health  Agencies  is  to 
develop  regulatory  mechanisms  which  support  the  development  of  community-based 
health  care  and  innovative  health  programs  while  emphasizing  the  need  for  fiscal 
responsibility.    The  variety  of  provider  types  representing  varying  degrees  of 
fiscal  skills,  management  expertise,  and  program  innovation  requires  flexible 
and  varying  approaches  to  reimbursement  policy. 

For  example,  some  neighborhood  health  centers  have  been  historically  tied 
to  substantial  categorical  funding  from  a  number  of  federal  agencies  interested 
in  promoting  comprehensive  health  care  in  medically-underserved  communities. 
Although  one  requirement  attached  to  such  funding  was  the  development  of  sound 
management  practices  and  fiscal  accountability,  the  reality  has  been  that  such 
skills  continue  to  require  refinement  in  a  number  of  cases. 

Similarly,  visiting  nurse  associations  and  their  boards  have  traditionally 
been  operating  with  scant  attention  to  rigorous  management  and  fiscal  accounta- 
bility, since  they  were  organized  under  various  funding  mechanisms  primarily 
to  deliver  free  care.     The  necessity  to  generate  revenues  through  reimbursement 
mechanisms  is  new  to  these  programs  and  the  accompanying  management  and  inform- 
ational requirements  of  the  Commission  are  understandably  problematic.  There- 
fore, reimbursement  policy  must  be  developed  in  this  context. 

There  are  many  models  for  reimbursement  policy  for  this  class  of  providers, 
each  having  been  developed  and  adapted  to  meet  the  specific  needs  of  the  different 
providers  and  state  purchasing  agencies.     In  general,  however,  the  rates  are 
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prospective  in  nature  in  that  they  are  paid  for  the  period  ahead  and  are  con- 
sidered as  final  payments  for  services  rendered.     The  rates,  where  possible, 
are  based  on  historic  cost  data  with  an  adjustment  for  inflation  at  the  dis- 
cretion of  the  Commission.    Where  historical  cost  data  is  not  available,  bud- 
geted information  is  used.     The  decision  to  use  a  cost-based  reimbursement 
method  or  a  flat  rate  reimbursement  method  for  each  service  group  in  the  class 
of  community  and  home  health  agencies  is  based  on  the  following  criteria: 
(1)     the  availability  of  cost    data;     (2)     a  judgment  of  the  management  skills 
of  providers  to  control  costs;  and     (3)  the  need  for  efficiency  incentives. 

The  flat,  or  class  rate,  is  so-called  because  it  is  a  single  rate  applied 
to  a  general  group  of  providers  regardless  of  their  individual  costs.     It  is 
usually  determined  by  averaging  the  costs  of  all  the  providers  within  the  gen- 
eral grouping.     The  rate  based  on  costs  is  established  on  an  individual  pro- 
vider basis  after  determining  the  allowable  costs  of  the  providers. 

Both  types  of  rates  are  unit-based,  so  that  the  total  costs  related  to 
the  provision  of  a  service  are  divided  by  the  total  units  of  service  in  a 
given  period,  in  order  to  determine  the  unit  costs  for  that  period.     The  unit 
of  service  may  be  an  encounter,  a  session,  or  a  day. 

The  groups  within  the  class  of  community  and  home  health  agencies  that  are 
reimbursed  through  the  flat  rate  methodology  include  neighborhood  health  centers, 
free-standing  mental  health  clinics,  mental  health  services  rendered  at  neighborhood 
health  centers,  outpatient  tuberculosis  clinics,  abortion  and  sterilization  clinics, 
adult  day  care  programs,  and  rehabilitation  clinics. 

The  groups  within  the  class  of  community  and  home  health  agencies  that  are 
reimbursed  through  the  cost-based  methodology  include  home  health  agencies  and 
health  support  services  for  severely  handicapped  persons  in  independent  living 
programs. 

During  fiscal  year  1977  the  Bureau  of  Community  and  Home  Health  Agencies  gave 
much  attention  to  the  cost  based  reimbursement  methodology  applied  to  home  health 
care  as  a  part  of  a  larger  state  effort  to  expand  the  use  of  home  health  care  as 
an  alternative  to  institutional  care. 

In  Massachusetts  there  are  over  150  visiting  nurse  agencies  (VNA's)  which 
are  certified  for  reimbursement  by  Titles  XIX  and  XX.     Among  these  agencies 
there  exists  a  wide  range  of  total  as  well  as  unit  costs  such  as  per  nursing 
visit  or  per  home  health  aide  hour  costs.    While  these  wide  variations  can,  in 
most  cases,  be  traced  to  known  factors  such  as  differences  in    a)  number  of 
visits  per  nurse;    b)  supervisor-nurse  ratios;  and    c)  salary  levels  for  equiva- 
lent personnel,  it  is  not  always  clear  that  such  differences  are  justified. 

The  Commission  developed  a  system  which  reimburses  each  agency  for  their 
individual  allowable  costs  rather  than  paying  a  flat  or  average  rate.     At  the 
same  time,  there  is  control  over  the  amount  such  allowable  costs  can  increase 
from  year  to  year  through  the  imposition  of  maximum  inflation  percentages  on 
the  previous  year's  allowable  costs.     These  percentages  are  derived  from  National 
League  of  Nursing  nursing  salary  data  as  well  as  from  selected  consumer  price 
index  data.     In  calculating  the  rate  the  Commission  allows  for  projected  costs 
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services  provided  in  the  projected  period.     Finally,  the  rates 
lower  of  allowable  costs  or  charges. 

Durine  fiscal  year  1977  and  continuing  into  fiscal  year  1973    the  bureau 
During  iiscax  ye<"  *-J  „„„uQC.  m  rpimhursement  for  home  health 

agenSes  \XrJ^:ZS^  r«r=rd8,  as  «U  as 
patient  characteristics. 

As  part  of  the  Commission's  responsibility  for  approving  contracts  be - 
cween  g'lue  Cross  of  Massachusetts    Inc.  and  participating  hosp  ta        the  ureau 

health  maintenance  organizations  (HMO  s) . 

r"n!rho  pU  ran^eoicaf  costs!  and  enrollee  activity,  on  which  capitation 
rates  are  based,  as  well  as  the  terms  of  the  agreements. 

The  obiect  in  the  contract  review  and  approval  policies,  as  well  as  in 
reimburse*^  policies,  is  to  control  inflationary  expend! ™£*a£^Uh 
services  and  health  support  while  recognizing  the  need  to  maintain  high 
quality  services. 
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D.     NON-INSTITUTIONAL  MEDICAL  PROVIDERS 


This  class  of  providers  is  made  up  primarily  of  individual  practitioners 
in  contrast  to  institutional  providers  like  nursing  homes  and  hospitals.  These 
include  physicians  and  surgeons,  radiologists,  dentists,  audiologists ,  pharmacists, 
psychologists,  private  duty  nurses,  chiropractors,  other  specialized  practitioners, 
and  suppliers  of  medical  equipment  and  supplies  such  as  orthotics,  prosthetics, 
drugs,  wheelchairs,  and  other  durable  medical  equipment. 

Because  of  the  large  numbers  of  persons  who  comprise  each  of  these 
particular  groups,  and  because  the  services  of  these  providers  tend  to  be  some- 
what uniform  regardless  of  where  they  are  rendered  or  by  whom,  the  regulations 
governing  their  reimbursement  most  often  specify  class  rates,  rather  than  indiv- 
idually determined  rates. 

In  the  development  of  its  proposed  regulations  governing  rates  of  payment, 
the  Bureau  of  Non-Institutional  Medical  Providers  reviews  and  takes  into  consid- 
eration reports  of  costs  and/or  charges  prepared  by  provider  organizations,  third 
party  payors,  and  governmental  agencies.    When  such  reports  are  not  available, 
the  bureau  will  frequently  design,  develop  and  implement  its  own  studies.  Throughout 
this  process,  free  and  open  discussions  with  governmental  purchasing  agencies  and 
providers  is  encouraged.     In  addition  to  costs  and  charges,  the  availability  and 
utilization  of  services  are  major  considerations. 

The  class  of  non- institutional  medical  providers  can  be  further  broken  down 
into  two  sub-categories:     providers  of  strictly  professional  services  and  providers 
of  combined  professional  services  and  products.     In  the  case  of  the  former  (physicians, 
surgeons,  dentists,  etc.)  the  rates  are  generally  developed  from  charge  information 
developed  from  Commission  surveys  or  other  available  data.     In  developing  an  approp- 
riate fee  level,  the  Commission  considers  both  prevailing  charges  and  difficulties 
encountered  by  public  assistance  or  workmen's  compensation  patients  in  receiving 
services.     It  is  the  balancing  between  these  two  considerations  which  produces  fair, 
reasonable  and  adequate  rates. 

In  general,  the  Commission  prefers  to  develop  professional  fees  on  the  basis  of 
costs  associated  with  the  provision  of  service,  including  appropriate  recognition 
of  professional  training.    However,  for  most  non- institutional  providers  of  strictly 
professional  services,  such  information  is  currently  not  available.     One  exception 
is  ambulance  services,  the  rates  for  which  are  based  on  a  survey  of  provider  costs 
rather  than  charges. 

In  the  case  of  providers  who  supply  a  combination  of  professional  services  and 
products  (pharmacies,  prosthetists ,  orthotists,  etc.)  the  rates  generally  reflect  the 
costs  of  the  product  plus  a  mark-up,  or,  in  the  case  of  pharmacists,  a  dispensing  fee. 
The  mark-up  is  intended  to  cover  both  overhead  and  some  margin  for  profit  and  is 
generally  related  to  industry  practices. 

Again,  the  Commission  prefers  to  determine  actual  costs  to  establish  the  mark-up, 
to  the  extent  such  information  can  reasonably  be  obtained.     In  fiscal  year  1977,  the 
Commission  completed  a  survey  of  pharmacy  overhead  costs  to  determine  an  appropriate 
dispensing  fee  level.     Similar  studies  were  begun  to  determine  fees  for  ambulance 
services  and  independent  clinical  laboratories. 
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E.      EDUCATIONAL  AND  SOCIAL  SERVICES 


During  fiscal  year  1977,  the  Commission's  rate  setting  Jurisdiction  over 
this  class  of  providers  included  rates  for  all  governmental  purchases  of  social 
and  educational  services.     Because  of  the  large  volume  of  individual  programs 
encompassed  by  this  jurisdiction,  educational  and  social  service  providers  were 
divided  into  two  classes:     those  over  which  the  Commission  had  jurisdiction  prior 
to  July  1,  1975,  plus  programs  eligible  for  participation  under  Chapter  766  (the 
Special  Education  Law) ;  and  all  other  program      rates  for  which  the  Commission 
had  not  previously  had  responsibility. 

The  first  group  is  handled  by  the  Bureau  of  Educational  and  Social  Services, 
the  second  by  the  Bureau  of  Administrative  Services. 

(l)    Programs  for  which  the  Commission  had  jurisidiction  prior  to  July  1, 
1975,  plus  Chapter  766  programs. 

Since  the  services  rendered  by  this  group  of  providers  is  so  varied,  a  common 
denominator  has  been  established  for  rate  setting  purposes.     Rather  than  estab- 
lishing class  rates  for  each  of  the  service-types  rendered,  rate  setting  method- 
ologies were  established  to  reflect  the  common  denominator  among  what  appear  to 
be  very  different  programs. 

The  common  denominators  do  not  reflect  types  of  services  provided  but  re- 
flected the  purchasing  situations  represented  by  the  service  or  program.  Thus, 
three  regulations  reflecting  the  common  purchasing  situations  for  these  programs 
were  developed  with  a  reimbursement  methodology  tailored  to  these  models.  The 
Commission  classifies  the  many  child-care  programs  purchased  by  the  Commonwealth 
into  the  following  three  program  models : 


Accommodations  Programs 

The  common  denominator  between  shelter  care  programs  and  halfway  houses  and 
intensive  security  settings  and  detention/reception  facilities  is  the  difficulty 
in  controlling  utilization  of  the  programs  for  both  the  provider  and  the 
purchasing  state  agency. 

For  example,  the  Department  of  Youth  Services  and  the  providers  have  no 
control  over  the  number  of  juvenile  offenders  who  will  have  to  be  placed  in  de- 
tention/reception facilities.     However,  the_ programs  must  be  available  to  the 
department  as  needed.    Therefore,  utilization  is  treated  differently  for  these 
programs  than  for  programs  with  an  expected  relatively  constant  census.    The  costs 
of  running  the  programs  are,  for  the  most  part,  constant  when  compared  to  the  non- 
constant  census . 


Program  Model 


Rate  Setting  Commission  Regulation 


Accommodations  Programs 
Standard  Purchase  Programs 
Provider  Sub-Purchase  Programs 


Ik  CHSR  500 
Ik  CHSR  501 
Ik  CHSR  502 
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Each  program's  rate  is  individually  computed  based  on  the  costs  cf  slots 
or  accommodations  that  the  program  has  available  to  be  used  as  needed  by  the 
state  purchasing  agency. 

The  rate  setting  methodology  for  accommodations  programs  considers  allovable 
and  reasonable  program  costs  either  on  a  historical  basis  (for  established  pro- 
grams) or  on  a  budget-prospective  basis  (for  new  programs  without  historical 
cost  information).    When  budgets  are  used,  they  are  prepared  by  the  provider  in 
conjunction  with  the  purchasing  state  agency.    For  established  programs,  a  cost 
of  living  factor  may  be  added  to  the  allowed  program  costs  that  will  be  re-  ■ 
imbursed  by  the  Commonwealth. 

The  rate  is  computed  on  a  per  accommodation  (space,  bed,  slot,  or  whatever 
is  appropriate)  per  unit  of  time  basis.     Income  received  by  the  provider  that 
is  available  to  supplement  program  operating  expenses  is  not  taken  into  con- 
sideration in  the  computation  of  rates  for  this  program  group,  as  it  is  with 
some  other  program  groups.    Further,  the  state  purchasing  agencies  utilizing 
the  services  of  a  program  of  this  group  are  directed  to  reimburse  the  program 
at  a  lower  amount  if  there  is  program  under-utilization.    The  utilization  fac- 
tor for  a  new  program  is  60%  and  for  an  established  program  80%. 

Standard  Purchase  Programs 

Unlike  the  accommodations  programs  where  a  program  cannot  know  how  many 
people  will  be  serviced  or  for  how  long,  the  common  denominator  of  standard 
purchase  programs  is  for  the  most  part  the  extended  physical  presence  of  pub- 
licly-aided individuals  within  the  program  facility. 

The  majority  of  programs  currently  purchased  by  the  Commonwealth  in  the 
areas  of  educational  and  social  services  are  classified  by  the  Commission  as 
standard  purchase  programs.     In  these  programs,  the  provider  averages  the  pro- 
gram costs  or  charges  over  all  the  enrollment,  like  a  tuition.    Programs  of 
this  type  include:     day  or  residential  schools  and  treatment  centers;  group 
homes;  some  half-way  houses,  and  camps. 

For  example,  a  Local  Educational  Authority  (LEA)  under  Chapter  J66  would 
assume  the  liability  for  providing  education  and  care  of  special  needs  children 
within  a  specific  program  for  a  specified  dollar  amount  per  child  per  year,  to 
be  determined  and  approved  by  the  Commission.     If  this  program  is  an  established 
one,  historical  cost  information  and  income  information  is  required  by  the  Com- 
mission.   The  resources  of  the  provider  is  a  factor  considered  within  the  rate 
formula.     Resources  like  unrestricted  donations  or  funds  are  considered  as  funds 
available  for  program  services.     This  lessens  the  need  of  the  provider  for  a 
full  cost-based  rate  for  the  costs  incurred  in  providing  the  services.    The  re- 
sult is  a  cost-related  system  of  reimbursement.     Not  all  provider  rates  are  so 
affected. 

Costs  (actual  or  projected)  for  standard  purchase  programs  are  reviewed 
and  may  be  adjusted  to  eliminate  these  costs  specifically  excluded  by  the  regu- 
lation and  by  those  which  are  considered  unnecessary  or  unreasonable.    An  amount 

-38- 


E.     EDUCATIONAL  AND  SOCIAL  SERVICES  (continued) 


representing  inflation  is  then  added  to  these  costs  and  that  total  is  reduced 
by  unrestricted  income,  if  appropriate.     This  total  adjusted  reimbursable  pro- 
gram cost  is  then  divided  by  actual  or  projected  utilization  with  an  Q5%  utili- 
zation factor  applied  to  program  operational  capacity  (75^ ,  is  used  for  small 
programs).     If  actual  or  projected  utilization  is  higher  than  this  percentage, 
the  higher  amount  becomes  the  divisor. 

Limiting  factors  to  the  rate  are  charges  to  the  general  public  and  the 
requested  rate  itself,  since  charges  to  the  Commonwealth  cannot  be  greater  than 
charges  to  the  general  public. 

In  certain  cases  a  program  rate  may  be  approved  without  extensive  financial 
review  if,  for  example,  there  are  few  Commonwealth  publicly-aided  individuals 
enrolled  within  the  program  and  the  charge  is  considered  to  be  generally  rea- 
sonable . 

For  the  most  part,  however,  standard       purchase  programs  receive  scrutiny 
through  the  cost  reports  required  by  the  Commission.    To  a  large  extent,  in- 
depth  knowledge  about  the  operations  of  a  program,  including  fiscal  operations, 
must  come  from  the  purchasing  agencies  which  have  more  continuous  dealing  with 
the  providers . 

Rates  are  determined  individually  based  on  allowable  program  costs  ,  as  de- 
fined within  Rate  Setting  Commission  Regulation  Ik  CHSR  501,  and  on  programma- 
tical  matters  affecting  costs  in  conjunction  with  the  state  purchasing  agency. 

Provider  Sub-Purchase  Programs 

These  programs  involve  an  operation  in  which  the  provider  is  doing  the  co- 
ordination and  administration  while  possibly  sub-contracting  with  other  parties 
for  services  it  will  render  to  the  Commonwealth's  publicly-assisted  persons. 

For  example,  an  umbrella  corporation  may  contract  with  the  Department  of 
Public  Welfare* to  provide  foster  care  services  to  children  in  individual  hones.. 
It  then  sub-contracts  with  foster  care  parents  to  provide  the  agreed  upon  care. 

The  Commission,  therefore,  developed  a  rate  setting  methodology  to  take  into 
account  the  various  parties  involved  in  this  kind  of  operation.    The  methodology 
is  contained  in  the  Commission's  Regulation  lh  CHSR  502,  which  governs  providers 
who  operate  family  day  care  systems ,  foster  care  systems ,  hot  lines  ,  drop-in 
centers,  or  other  programs  where  there  are  overhead  expenses  generated  to  accomp- 
lish an  objective,  for  example,  a  service  to  place  persons  within  family  day  care 
settings . 

There  is  always  a  rate  which  the  Commission  calls  the  central  operating  rate. 
It  reflects  the  overhead  expenses  necessary  to  perform  the  program  objective. 
This  rate  is  stated  on  a  yearly  basis  as  a  flat  sum  that  may  or  may  not  relate 
to  program  performance  or  utilization.     This  rate  is  determined  on  the  basis  of 
allowable  or  reasonable  costs  historically  (for  established  programs)  or  by  bud- 
get review  (for  new  programs).    A  cost  of  living  factor  is  added  to  the  historical 
allowable  costs .    Other  unrestricted  income  received  by  the  provider  from  other 
sources  which  is  available  for  care  is  a  factor  which  reduces  central  operating 
rate . 
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Where  the  provider  must  purchase  services  from  a  third  party  provider, 
this  charge  to  the  provider  is  approved  as  a  sub-unit  rate  for  a  service  item. 
It  may  be  expressed  as  a  per  diem  rate  as  used  for  foster  care  or  family  day 
care  or  as  any  appropriate  service  charge. 

Where  the  central  operating  rate  can  be  tied  to  performance  objectives;  i.e., 
placing  and  servicing  twenty  children  within  foster  homes  in  two  months,  this 
results  in  the  expected  performance  of  the  provider  for  a  certain  time  period. 
If  this  measurement  of  performance  exists  within  the  program  model,  reimbursement 
is  based  upon  this  expected  performance  by  application  of  a  utilization  factor. 
The  purchasing  state  agency  is  then  directed  to  reimburse  the  provider  in  accor- 
dance with  this  utilization  factor  (80%  for  established  programs  and  60%  for  new 
programs).     Under-utilization  would  only  affect  payment  of  the  central  operating 
rate . 

Where  there  is  no  realistic  fiscal  measurement  of  program  performance  or 
program  utilization;  i.e.,  hot  lines  or  drop-in  centers,  the  utilization  factor 
is  not  applied. 

Day  Care 

A  model  of  reimbursement  was  developed  for  one  service  type  of  provider  with- 
in the  class  of  educational  and  social  services.    This  model  is  in  Commission 
Regulation  14  CHSR  503  governing  rates  of  payment  to  providers  who  operate  day 
care  programs  within  day  care  facilities.    The  programs  are  broken  down  into  four 
classifications  for  rate  purposes:     infant,  toddler,  pre-school,  and  school-age, 
and  the  methodology  of  the  regulation  produces  maximum  allowable  rates. 

The  maximum  allowable  rates  act  as  limits  for  payment  by  the  Commonwealth, 
but  allow  for  the  purchasing  agency  to  negotiate  rates  to  be  paid  the  provider 
within  the  limitations.    The  rate  is  determined  by  the  purchasing  agency  directly 
by  review  of  program  costs  with  the  provider  present.    The  rate  so  initiated  is 
approved  by  the  Commission  if  it  is  within  the  maximum  rate  limitations  set  forth 
within  the  regulation. 

In  all  cases,  the  reimbursement  systems  have  been  developed  to  be  responsive 
to  the  particular  circumstances  of  a  program  type  and  the  administrative  needs 
of  the  purchasing  agencies. 

(2)    Programs  for  which  the  Commission  received  jurisdiction  on  July  1,  1975 • 

Agencies  of  the  Commonwealth  contract  under  a  variety  of  funding  sources  for 
services  provided  to  publicly-aided  persons.     The  Rate  Setting  Commission  promul- 
gated two  regulations  governing  rate  approval  for  contracted  services  under  its 
jurisdiction  as  of  July  1,  1975: 

(a)  14  CHSR  601-Rates  for  Certain  Social,  Educational,  and  Rehabilita- 
tive Services 

and 

(b)  14  CHSR  602-Rates  for  Certain  Health  Care  Services. 
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Under  these  regulations,  the  Bureau  of  Administrative  Services  revievs  all 
contracts  for  conformance  with  existing  Commission  regulations,  where  applicable, 
and  examines  budgeted  costs  for  reasonableness.     On  occassion  it  may  ask  the 
purchasing  state  agency  for  additional  cost  information  to  justify  the  rate(s) 
under  contract.    As  in  rate  reviews  done  by  the  Bureau  of  Educational  and  Social 
Services,  because  of  limited  staff  size  there  is  substantial  coordination  with 
the  purchasing  and  regulatory  state  agencies  in  the  gathering  and  verification 
of  cost  data. 

The  Commission,  acting  on  staff  recommendations,  approves  or  disapproves 
the  rate(s)  under  contract  as  submitted  or  as  adjusted  by  staff.    The  same 
applies  to  the  dollar  amount  of  the  maximum  obligation  of  the  purchasing  state 
agencies  under  the  contract.    After  Commission  action  on  a  given  contract,  it  is 
forwarded  (along  with  any  AF-^  forms)  to  the  State  Comptroller's  Office,  where 
the  rate  becomes  effective  upon  the  date  of  receipt. 
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FEDERAL  CONTRACT  FOR  THE  DEVELOPMENT  OF  A  PROSPECTIVE  REIMBURSEMENT 
SYSTEM  FOR  HOSPITALS 


INTRODUCTION 

On  September  30,  1976  the  Rate  Setting  Commission  was  awarded  a  contract 
by  the  Social  Security  Administration to  carry  out  developmental  research 
on  prospective  hospital  reimbursement.     The  RSC  -  Federal  Contract  was  design- 
ed to  proceed  in  several  phases: 

-  systems  and  project  review  and  data  determination 

-  data  base  and  research  methods  development 

-  initial  methodology  development  and  evaluation 

-  final  reimbursement  system  methodology  development 

-  system  development  and  preparation  for  implementation 

Work  on  the  contract  commenced  December  1,  1976  after  an  intensive  in- 
terviewing and  hiring  process  in  October  and  November.    The  first  three  months 
of  the  contract  were  devoted  to  the  first  phase  of  the  contract  noted  above. 

Since  all  of  the  project  staff,  except  the  Director,  had  not  had  previous 
experience  with  the  Massachusetts  hospital  charge  control  system  (see  Bureau 
of  Hospitals)  or  with  the  goals  of  this  particular  contract,  an  intensive  orien- 
tation program  and  literature  review  were  undertaken  for  the  first  month. 

1.  Data  Base 

The  first  major  task  was  the  detailed  identification  of  the  specific  project 
data  requirements  and  sources.     This  included  not  only  the  hospital  historical 
cost  reports  which  include  cost,  revenue  and  statistical  information,  but  also 
physician,  patient  diagnostic  and  census  data.     The  second  segment  of  this  task 
concerned  the  logistics  of  converting  the  conceptual  data  model  into  a  viable 
data  system  structure.     Preliminary  systems  design  was  completed  and  an  extensive 
data  prescreening  process  was  undertaken  and  accomplished.     The  intent  of  the 
prescreening  was  to  insure  comparability,  consistency,  reasonable  completeness 
and  legibility  of  the  data. 

2 .  Cost  and  Revenue  Definitions 

Definitions  of  cost  and  revenue  currently  used  in  the  Chapter  409  charge 
control  system  are  the  ones  used  by  Medicare  for  cost  reimbursement  purposes.  These 
definitions  are  not  satisfactory  in  a  system  that  controls  all  hospital  revenue. 


(1) 

The  Contract  has  been  transferred  to  the  Health  Care  Financing 
Administration 
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Currently  there  is  a  95%  cost/revenue  ratio,  to  provide  the  hospital  with  a 
cushion  to  meet  legitimate  financial  needs  not  dealt  with  in  Medicare  cost 
definitions.     The  ratio  is  required  by  the  statute,  and  in  real  dollars  pro- 
vides less  than  a  5%  margin  due  to  the  exclusion  from  the  definitions  of  cer- 
tain actual  cost  and  revenues  incurred.     If  the  permanent  rate  setting  system 
is  going  to  control  total  revenue  and  therefore  total  cost,  at  a  100%  ratio, 
then  the  definitions  must  assure  that  a  hospital  can  meet  its  legitimate 
financial  requirements. 

The  Project  staff  have  reviewed  and  analyzed  the  definitions  of  cost  and 
revenue  used  by  major  third  party  payors  in  Massachusetts  and  other  states,  as 
well  as  in  other  prospective  reimbursement  systems.     This  review  and  analysis 
center  on  physicians,  teaching  and  education  costs;  non-patient  costs  (re- 
search); bad  debt  and  free  care;  depreciation;  new  services;  and  cost  beyond  the 
hospital's  control. 

Related  to  the  definitions  problem    is  that  of  the  long  range  financial 
viability  of  hospitals.    Project  staff  are  developing  guidelines  and  methodolo- 
gies which  enable  us  to  analyze  the  current  financial  status  of  hospitals  (cash 
flows),  to  determine  what  are  reasonable  financial  requirements  (working  capital 
needs,  debt  financing  arrangements),  and  to  link  cost  definitions  to  hospital 
fiscal  behavior  (especially  in  areas  of  depreciation  and  bad  debt  treatment) . 

3.  Inflation 

The  inflation  index  used  in  the  current  charge  control  system  was  reviewed. 
The  economic  indicators  used  in  the  index  were  examined  as  to  their  validity  in 
relating  to  a  particular  cost  category  which  was  also  examined  as  to  its  appro- 
priateness.   A  final  report  was  developed  by  Harbridge  House,  Inc.,  a  subcon- 
tractor to  the  Commission  suggesting  revisions  to  the  index.     These  revisions 
will  be  incorporated  into  the  current  system  for  FY  1979. 

A .  Volume 

Project  staff  are  working  on  two  areas  concerning  hospital  volume  changes, 
volume  reasonableness  and  the  amount  of  unit  cost  change  associated  with  a  volume 
change.     Staff  developed  the  particular  data  requirements  and  the  specific  re- 
search plan  for  the  cost/volume  study.     The  specific  approach  to  the 
problem  and  the  techniques  to  be  used  were  outlxned  in  a  discussion  paper  which 
was  submitted  to  the  federal  government.     Actual  research  using  the  data  base  will 
be  carried  out  during  the  next  fiscal  year. 

5.      Cost  Comparisons 

Project  staff  are  working  with  two  subcontractors,  Policy  Analysis,  Inc.,  &  Ab 
Associates,  Inc.,  on  the  development  of  a  methodology  to  analyze  the  reasonable- 
ness of  the  base  year  costs  of  a  hospital.     The  Commission  is  required  by  statute 
to  implement  a  base  cost  analysis  by  FY  1980  which  will  be  based  on  one  of  two 
approaches,  grouping  by  cluster  analysis  or  cost  function  analysis. 

The  primary  work  on  this  task  centered  around  the  definition  of  the  appro- 
priate output  measures,  or  departmental  statistics,  to  be  used  in  the  cost  com- 
parisons.    The  remainder  of  the  time  was  spent  developing  the  cluster  analysis 
procedures  for  grouping  hospitals  and  departments  and  refining  the  research 
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plans  for  the  groupings  and  cost  function  research.     An  exhaustive  list  of  in- 
dependent variables  which  could  be  justifiable  sources  of  base  cost  differences 
among  hospitals  was  developed  and  will  be  tested  for  their  significance  during 
the  next  fiscal  year. 

6.  Case  Mix 

One  of  the  primary  variables  to  be  tested  in  the  cost  comparisons  methodol- 
ogy is  case  mix.    An  extensive  literature  review  on  any  work  done  to  date  in  this 
area  was  conducted.    Although  some  of  the  diagnostic  aggregations,  pre-f actor 
analyses,  works  such  as  the  Feldstein-Scuttage  analyses  hold    some  promise,  the 
project  staff  concur  that  none  of  the  work  satisfies  the  requirements  of  the  rate 
setting  system  being  developed.    A  reliable,  accurate,  diagnostic-related  index 
which  justifies  cost  differences  among  hospitals  has  not  been  developed  yet. 

Several  approaches  were  identified  as  possible  sources  of  case  mix  indices 
and  data  identification  and  collection  proceeded.     Staff  negotiated  with  the 
Massachusetts  Hospital  Association  and  individual  member  hospitals  to  obtain 
diagnostic  data  which  will  be  delivered  on  tape  to  the  Commission. 

Formal  specification  of  the  indices  began  during  this  period.    A  case  mix 
review  panel  of  physicians,  nurses,  administrators  and  system  engineers  will  be 
established  to  review  the  indices  for  completeness  before  they  are  tested. 

7 .  Planning 

Project  staff  members  began  work  in  three  planning  areas:     hospital  one  and 
five  year  plan  development;  development  of  standards  and  criteria;  and  analysis 
for  determination  of  need.     Staff  are  working  closely  with  the  Department  of  Pub- 
lic Health,  which  is  a  subcontractor  to  the  Commission,  in  all  of  these  areas. 

The  development  of  the  five  year  planning  document  was  completed  during  this 
period.     Volume  I  describes  the  background  and  purpose  of  the  Five  Year  Plan. 
Volume  II  includes  the  submission  requirements  (mission  statement  and  statistical  and 
financial  projections).     Volume  III  is  a  sample  submission  document. 

The  development  of  standards  and  criteria  is  an  ongoing  process  of  the  De- 
partment of  Public  Health.     These  standards  serve  as  a  basis  of  review  in  the  DON 
process.    With  the  resources  provided  by  the  contract,  the  Commission  has  become 
actively  involved  in  the  development  process,  particularly  in  the  financial  areas. 
Standards  and  criteria  development  on  psychiatric  inpatient  beds  and  neonatal  units 
was  begun  during  this  period  and  will  continue  into  the  next  fiscal  year. 

Finally,  project  staff  began  the  development  and  testing  of  a  computer  soft- 
ware system  to  "cost-out"  the  incremental  cost  of  the  capital  portion  of  DON  pro- 
jects.    As  the  project's  data  base  becomes  operational,  this  software  system  will 
be  integrated  into  the  broader  automation  framework,  permitting  direct  user  access 
to  necessary  DON  related  financial  information. 
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SUMMARY 


The  contract  work  is  scheduled  for  completion  in  December,  1978.  Until 
that  time,  work  in  all  of  the  areas  mentioned  above  and  in  the  development  of 
a  single  audit  program  and  system  incentives  will  continue.     Besides  the  re- 
sources of  the  subcontractors,  project  staff  will  continue  to  utilize  the 
resources  provided  by  the  Contract  Advisory  Committee,  as  well  as  hospital 
financial  officers  and  administrators. 

Also,  project  staff  will  begin  a  close  coordination  with  the  Bureau  of 
Hospitals  to  insure  a  smooth  implementation  of  the  contract  results  into  the 
charge  control  system. 


QOOKDVAkTlOll  OF  COIMUSSWU'S  PATE-HAK1NG  AUTHORITY 
WITH  RULE-MAKWG  AUTHORITY  OF  OTHER  AGENCIES 
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IV.     COORDINATION  OF  COMMISSION'S  RATE-MAKING  AUTHORITY  WITH 
RULE-MAKING  AUTHORITY  OF  OTHER  AGENCIES 


The  Commission  recognizes  the  importance  of  coordinating  its  rate-making 
responsibilities  vith  the  rule-making  responsibilities  of  other  agencies. 
The  Commission  has  established  at  least  three  goals  in  its  relationships  with 
other  agencies: 

(1)  The  Commission  should  use  its  authority  to  assure  that  stan- 
dards established  by  regulatory  agencies  can  be  achieved,  or 
at  least  that  Commission  regulations  do  not  prevent  providers 
from  complying  vith  duly  established  standards. 

(2)  The  Commission  should  use  its  authority  to  support  program 
objectives  of  purchasing  agencies. 

(3)  The  Commission  should  use  its  authority  to  complement  or 
support  the  regulatory  responsibilities  of  other  agencies 
and,  where  feasible,  help  to  enforce  regulatory  decisions 
made  by  the  competent  authority. 

All  three  goals  characterized  the  Commission's  relationships  vith  other 
state  agencies  during  fiscal  1977- 

(l)  The  Commission  has  made  it  a  practice  to  assure  in  its  regu- 
lations that  a  provider  vill  receive  adequate  reimbursement 
to  satisfy  licensure  and  other  standards  promulgated  by  state 
ana  federal  agencies.    For  example,  Commission  regulations 
providing  for  cost-related  reimbursement  to  institutional 
providers  (specifically  hospitals,  long-term  care  facilities, 
and  child  care  agencies)  contain  allovances  for  providers  to 
receive  adjustments  in  excess  of  established  rates  or  in 
excess  of  cost  ceilings  contained  in  the  pertinent  regulation 
vhere  the  excess  costs  incurred  are  a  function  of  licensing 
standards,  vhether  imposed  by  the  Department  of  Public  Health 
or  the  Office  For  Children. 

Within  this  general  objective,  however,  tvo  issues 
emerge.     First,  the  Commission  reserves  the  right  to  deter- 
mine the  reasonableness  of  the  expense  incurred  in  satis- 
fying licensing  requirements.     That  is,  it  feels  obliged  to 
ask  vhether  the  amount  expended  by  the  provider  vas  appro- 
priate to  achieve  the  mandated  result.     In  this  context, 
the  Commission  usually  follows  the  accounting  policy  of  re- 
quiring that  the  expenditure  occur  before  allowing  it  to  be 
recouped  in  reimbursement  rates.     In  this  vay,  there  is 
greater  control  over  the  appropriateness  of  the  amount  of 
the  expenditure. 

The  second  issue  involves  the  capacity  of  the  licensing 
agency  to  conduct  inspections  to  provide  information  necessary 
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to  support  an  adjustment  to  the  rate.     For  example,  the  Com- 
mission's regulation  on  long-term  care  facilities  permits 
adjustments  where  additional  nursing  hours  are  needed  for 
patients  in  Level  III  facilities.    However,  unless  the  Depart- 
ment of  Public  Health  has  sufficient  manpower  to  inspect  Level 
III  facilities  and  certify  the  appropriate  level  of  nursing 
needs,  the  provider  will  not  have  an  adequate  basis  to  support 
an  adjustment  request.    Such  a  situation  highlights,  from  the 
Commission's  point  of  view,  the  need  to  ensure  that  regulatory 
agencies  have  sufficient  resources  to  fulfill  their  statutory 
duties.    Only  on  this  basis  can  the  Commission  responsibly 
assure  that  rates  will  permit  providers  to  satisfy  established 
standards . 

(2)  The  Commission  does  not  consider  itself  an  agency  with  direct 
program  responsibilities.      Decisions  as  to  the  nature  of  the 
program  purchased  from  providers  rest  with  the  purchasing  agency, 
whether  ix,  be  clinic  services  purchased  by  the  Department  of 
Public  Welfare  or  residential  treatment  programs  supported  by 
the  Department  of  Youth  Services.    The  Commission's  responsibil- 
ity is  to  design  a  reimbursement  methodology  which  supports  and 
furthers  the  program  objectives  of  the  purchasing  agency. 

In  this  role,  Commission  staff  necessarily  works  very 
closely  with  staff  of  the  purchasing  agency  to  understand  pro- 
gram intent  and  to  design  compatible  reimbursement  methodologies. 
Examples  of  the  often  very  close  and  continuous  relationships 
that  exist  are  the  collaborative  efforts  that  have  produced  the 
regulations  governing  Core  Evaluations  under  Chapter  766  of  the 
Acts  of  1972  (Special  Education),  pharmacy,  family  planning 
services,  and  telemedicine ,  as  well  as  changes  in  the  Commis- 
sion's long-term  care  facility  regulation. 

(3)  During  fiscal  1977?  a  number  of  relationships  developed, 
demonstrating  the  use  of  Commission  authority  and  expertise  in 
furtherance  of  regulatory  policy  of  other  agencies.    Two  parti- 
cular examples : 

(a)  Determination  of  Heed; 

(b)  31  ue  Cross  Premiums. 


(a)  Determination  of  Need:     Under  Commission  regulations, 
health  providers  may  obtain  rate  adjustments  for  costs 
associated  with  completion  of  capital  projects  approved 
by  the  Department  of  Public  Health  under  the  deter- 
mination of  need  program  (DON).     As  applications  for 
such  adjustments  were  originally  received  in  earlier 
fiscal  periods,  Commission  staff  found  serious  dis- 
crepancies between  project  costs  as  reported  to  the 
Commission  and  project  costs  initially  approved 
by  the  Department. 
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After  lengthy  consultations  between  the  agencies, 
a  revised  financial  reporting  form  was  developed  as  part 
of  the  DOIi  application,  and  a  procedure  devised  by  which 
the  two  agencies  will  cooperatively  determine  and  verify 
the  maximum  costs  permitted  for  reimbursement  purposes 
for  DON-approved  projects.     The  joint  process  will  assure 
that  the  Department  estimates  costs  associated  with  the 
DON  project  with  reasonable  accuracy  and  that  providers 
do  not  incur  unapproved  overruns  in  the  allowed  costs. 

The  Commission  also  performs  a  two-phased  financial 
review  of  DON  applications.     First,  a  computation  is 
made  of  the  impact  that  the  incremental  capital  costs 
of  the  project  will  have  on  the  various  third  party  re- 
imbursers.     Secondly,  Commission  staff  evaluates  appli- 
cations for  financial  feasibility.     This  information  is 
submitted  to  the  Public  Health  Council  to  assist  its 
members  in  their  decisions  on  determination  of  need 
applications  made  by  providers. 

(b)  Blue  Cross  Premiums:     Under  the  provisions  of  G.L. 

C.176A,  the  Commissioner  of  Insurance  is  responsible  for 
the  prior  approval  of  proposed  increases  in  Blue  Cross 
non-group  premiums.    Evaluation  of  premium  increases  re- 
quires application  of  actuarial  expertise.     In  addition, 
though,  such  an  evaluation  requires  knowledge  about  pro- 
vider cost  behavior  and  service  utilization.     For  example, 
in  determining  a  premium  increase,  some  assumptions  must 
be  made  about  hospital  cost  increases  to  be  anticipated. 
Recognizing  the  Commission's  expertise  in  the  field  of 
provider  cost  behavior,  the  Commissioner  of  Insurance  has 
invited  the  Rate  Setting  Commission  staff  to  participate 
in  his  evaluation  of  proposed  Blue  Cross  non-group  in- 
creases.    The  collaboration  between  the  two  agencies  has 
permitted  the  Insurance  Commissioner  to  conduct  his  re- 
view with  a  greater  breadth  of  information  available  to 
him. 


In  all  these  various  ways,  the  Commission  coordinates  its  rate-making  author 
ity  with  the  rule-making  authority  of  other  agencies.     This  coordination  is  of 
critical  importance  both  to  assure  the  integrity  of  regulatory  processes  and  to 
avoid  the  imposition  of  conflicting  and  contradictory  demands  on  providers. 
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V.     PROPOSED  LEGISLATION 


The  Commission  is  making  only  one  legislative  proposal 
for  the  1978  session  of  the  General  Court.    This  is  a  bill  eliminating 
the  requirement  imposed  by  G.L.  c.6A,  s.36  that  all  rates  set  by  the 
Rate  Setting  Commission  be  subject  to  the  appeals  process. 

In  particular,  the  bill  excludes  from  the  appeals  process  interim 
rates  set  for  long  term  care  facilities,  since  those  rates  are  later 
superceded  by  final  rates  set  by  the  Commission.    Any  difference 
between  the  interim  rate  and  the  final  rate  is  settled  and  all  final 
rates  are  subject  to  the  appeals  process. 

The  Governor's  Management  Task  Force  recommended  such  a  change 
in  the  law  and  estimated  an  annual  savings  of  $45,000  to  the 
Commonwealth  through  a  projected  decrease  of  300  appeals  cases 
annually. 
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STEPHEN   M.  WEINER 
Chairman 


Street  ^oc/e  (64?)  727-4150 


SHELBY   P.  MUDARRI 
Commissioner 


ANDREW   H.  NIGH3WANDER 
Commissioner 


November  i,  1977 


The  Honorable  Paul  Guzzi 
Secretary  of  State 
One  Ashburton  Place 
Boston,  Massachusetts  02108 

Dear  Mr.  Guzzi: 

In  accordance  with  section  3  of  Chapter  30  of  the  General  Laws 
as  amended,  a  recommendation  for  legislation  is  submitted  herewith, 
together  with  a  draft  of  the  bill  embodying  the  legislation  recom- 
mended.    The  form  thereof  has  been  approved  by  the  counsel  for  the 
House  of  Representatives. 


Sincerely  yours, 


Stephen  M.  Weiner 
Chairman 


HHS/is 


Enclosure 
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Rate  Setting  Commission  Legislative  Recommendation  for  1978 

AN  ACT  RELATIVE  TO  APPEALS  FROM  INTERIM  RATES  ESTABLISHED  BY  THE 
RATE  SETTING  COMMISSION. 

This  legislation  will  foreclose  appeals  from  the  interim  rate  of 
payment  allowing  full  appeal  rights  regarding  final  rates  of  payment. 
Adequate  adjustment  processes  presently  exist  regarding  interim  rates 
of  payment.    The  existing  appeal  mechanism  for  interim  rates  is  redundant 
and  creates  unnecessary  administrative  expense.     The  Governor's  Management 
Task  Force  recommends  the  elimination  of  appeals  from  interim  rates. 
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uhr  (Enmmmuuralth  of  fHaBsarbus?tts 


IN  THE  YEAR  ONE  THOUSAND  NINE  HUNDRED  AND  SEVENTY 


AN  ACT  RELATIVE  TO  APPEALS  FF01  IifTERM  RATES  ESTABLISHED  BY  TiiE 
RATE  SETTING  GJiHSSIUi. 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  in  General  Court  assembled,  and  by  the 
authority  of  the  same,  as  follows: 

SECTION  I.      The  fifth  paragraph  of  section  32  of  chapter  6A  of  the 
General  Laws,  as  appearing  in  section  2  of  chapter  12  2  9  of  the 
acts  of  1973,   is  hereby  amended  by  striking  out,   in  lines  8  to  10, 
the  words   "from  which  interim  rate  said  provider  may  appeal  as 
provided  under  section  thirty-six  of  this  chapter"  and  inserting 
in  place  thereof  the  words:--     from  which  interim  rate  there  shall 
be  no  appeal  under  section  thirty-six  of  this  chapter. 
SECTION  2.       The  first  paragraph  of  section  36  of  said  chapter  6A, 
as  so  appearing,   is  hereby  amended  by  striking  out,   in  line  2,  the 
words  "an  interim  rate  or". 

SECTION  3.  The  second  paragraph  of  said  section  36  of  said  chapt 
6A,  as  so  appearing,  is  hereby  amended  by  striking  out,  in  line  1, 
the  words  "an  interim  rate  or". 
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APPENDIX  A 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
AMENDED  and  NEW  REGULATIONS* 
PROMULGATED  DURING  FY  1977 


BUREAU  OF  HOSPITALS  AND  CLINICS: 


14  CHSR  3 

14  CHSR  4 
14  CHSR  5 


14  CHSR  6 

14  CHSR  7 
14  CHSR  S* 


Prospective  Inpatient/Outpatient  and  Well 
Newborn  Rate  Determination  for  Hospitals 
for  Publicly-Aided  Patients 

System  for  Review  and  Approval  of  Hospital 
Charges  -(On  an  emergency  basis) 

Prospective  Rate  and  Charge  Determination 
for  Health  Care  Facilities  Operated  by  the 
Departments  of  Public  Health,  Mental  Health 
Counties  of  the  Commonwealth,  and  Soldier's 
Homes  -  (On  an  emergency  basis) 

Inpatient/Outpatient  Hospital  Industrial 
Accident  Rate  Determination 
(On  an  emergency  basis) 

General  Relief  Life  Sustaining  Drug  and 
Medication  Rate  Determination 

System  for  Review  and  Approval  of  Certain 
Hospital  Charges  for  the  Fiscal  Year 
Beginning  on  or  after  July  1,  1976 
(On  an  emergency  basis) 


FILED: 


1/6/77 


7/15/76 
(9/16/76) 

3/24/77 


(11/24/76) 

1/6/77 
(9/30/76) 
7/15/76 

(7/1/76) 


14  CHSR  9* 


System  for  Review  and  Approval  of  Certain 
Hospital  Charges  for  the  Fiscal  Year 
Beginning  on  or  after  July  1,  1976 
(On  an  emergency  basis) 
(On  an  emergency  basis) 


4/21/77 


(9/16/76) 
(11/10/76) 


BUREAU  OF  LONG  TERM  CARE  FACILITIES: 


14  CHSR  201 


Rates  of  Payment  to  Long  Term  Care 
Faci 1 i ties 

(On  an  emergency  Basis) 

Further  amended 

(On  an  emergency  Basis) 


Rates  of  Payment  to  Long  Term  Care 
Facilities  (On  an  emergency  basis) 


14  CHSR  202* 

BUREAU  OF  COMMUNITY  AND  HOME  HEALTH  AGENCIES 
None 


FILED: 


10/28/76 
(7/15/76) 
2/17/77 
(11/24/76) 

(6/30/77) 


FILED 
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BUREAU  OF  NON-INSTITUTIONAL  MEDICAL  PROVIDERS: 


FILED: 


14  CHSR  416  Podiatry  Services  7/29/76 

BUREAU  OF  EDUCATIONAL  AND  SOCIAL  SERVICES:  FILED: 

14  CHSR  500  Accommodations  Programs  9/23/76 

(Further  Amended)  5/5/77 

14  CHSR  501  Standard  Purchase  Programs  9/23/76 

(Further  Amended)  5/5/77 

14  CHSR  502  Provider  Sub-Purchase  Programs  9/23/76 

(Further  Amended)  5/5/77 

14  CHSR  503  Day  Care  Centers  5/5/77 

BUREAU  OF  ADMINISTRATIVE  SERVICES:  FILED: 
None 
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DATE: 

July  30,  1976 

July  30,  1976 

July  30,  1976 

September  10,  1976 
September  17,  1976 

November  15,  1976 
November  15,  1976 

December  29,  1976 

January  10,  1977 


January  10,  1977 
January  17,  1977 

February  9,  1977 
February  22,  1977 
February  25,  1977 


March  21,  1977 


APPENDIX  B 

MASSACHUSETTS  RATE  SETTING  COMMISSION 
PUBLIC  HEARINGS  HELD  DURING  FY  1977 


14  CHSR  500  (Amendments)  -  Accommodation  Programs 
14  CHSR  501  (Amendments)  -  Standard  Purchase  Programs 
14  CHSR  502  (Amendments)  -  Provider  Sub-Purchase  Programs 

14  CHSR  201  (Amendments)  -  Long  Term  Care  Facilities'  Rates 
14  CHSR  8  -  System  for  Review  of  Certain  Hospital  Charges 

14  CHSR  6  (Amendments)  -  Hospital  Industrial  Accident  Rates 
14  CHSR  3  (Amendments)  -  Hospital  Publicly-Aided  Rates 

14  CHSR  201  (Amendments)  -  Long  Term  Care  Facilities'  Rates 

14  CHSR  5  (Amendments)  -  Rates  and  Charges  for  state  and 

county  Health  Care  Institutions 
and  Soldier's  Homes 

14  CHSR  9  -  System  for  Review  and  Approval  of  Hospital  Charge 

Continuation  of  14  CHSR  9 

Reopening  of  record  of  14  CHSR  9 


June  20, 
June  20, 
June  23, 


1977 
1977 
1977 


New  Hearing 
14  CHSR  500 
14  CHSR  501 
14  CHSR  502 
14  CHSR  503 


on  14  CHSR  9 
(Amendments) 
(Amendments ) 
(Amendments ) 
(Amendments ) 


Accommodations  Programs 
Standard  Purchase  Programs 
Provider  Sub-Purchase  Programs 
Day  Care  Services 


14  CHSR  9  -  System  for  Review  and  Approval  of  Hospital  Charge 

14  CHSR  311  -  Family  Planning  Services 

14  CHSR  310  -  Homemaker/Home  Health  Aide  Services 

14  CHSR  302  (Amendments)  -  Adult  Day  Care  Services 
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APPEIJDIX  C 

MASSACHUSETTS  RATE  SETTING  COMMISSI OH 

Advisory  Rulings  -  Fiscal  Year  ]377 

-  ijureau  of  Hospitals  and  Clinics  - 


Desi  onati  on 


Subject  Matter 


Date  Issued 


HAR-8-76 
HAR-9-76 

HAR-10-76 

HAR-11-76 

HAR-12-76 

HAR-1-77 

HAR-2-77 

HAR-3-77 

HAR- 4- 7  7 

HAR-5-77 

HAR-6-77 

HAR-7-77,  HAR-8-77 

HAR-9-77 

HAR- 10-77 

HAR-11-77 

HAR-12-77 

HAR- 13- 77 

HAR-14-77 

HAR-15-77 

HAR-16-77 


Hospital  Based  Physicians 

Hospital  Reimbursement  for 
Teaching  Services  of  Physicians 

Medical  Office  Building 

Consulting  Contracts 

Consulting  Contracts 

Physician  Reimbursement 

Consulting  Contracts 

Capitalization  Standards 

Wrentham  State  Contract 

Consulting  Contracts 

Depreciation 

Consulting  Contracts 

Physician  Reimbursement 

Cost  Beyond  Hospital  Control 

Satellite  Clinics 

Consulting  Contracts 

Consulting  Contracts 

Consulting  Contracts 

Consulting  Contracts 

Physician  Reimbursement 


July  1,  1976 

August  26,  1976 
August  30,  1976 
December  2,  1976 
December  2,  1976 
January  27,  1977 
February  3,  1977 
February  10,  1977 
February  18,  1977 
March  7,  1977 
April  1,  1977 
April  25,  1977 
June  7,  1977 
June  16,  1977 
June  16,  1977 
June  16,  1977 
June  16,  1977 
June  16,  1977 
June  30,  1977 
June  30,  1977 
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APPENDIX  C 
MASSACHUSETTS  RATE  SETTING  COMMISSION 
Advisory  Rulings  -  Fiscal  Year  1977 

-  Bureau  of  Long  Term  Care  Facilities  - 


Designation 
AR-21-76 
AR-22-76 
AR-23-76 
AR-24-76 

AR-1-77 
AR-2-77 
AR-3-77 
AR-4-77 


Subject  Matter 

Sale  Related  Party 

Allowable  Land  Cost 

Charitable  Contributions 

Pharmaceutical  Consultant 
(supercedes  AR-4-76) 

Allowable  Land  Cost 

L.T.C.  Entertainment 

Step-up  In  Basis 

Patient  Education 


Date  Issued 
July  1,  1976 
October  15,  1976 
October  15,  1976 
December  31,  1976 

January  6,  1977 
February  3,  1977 
May  5,  1977 
June  7,  1977 
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APPENDIX  D 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
Financial  Statement  for  Fiscal  Year  1977 


Appropri  ati  on 
Disbursements 
Encumb ranees 
Reversions 

ANALYSIS  OF  DISBURSEMENTS; 

Salaries ,  Permanent 

Salaries  ,  Temporary 

Services,  Non-Employees 

Heat,  Li  gilt  and  Other 
Plant  Operations 

Travel 

Advertising  and  Printing 
Repairs  and  Maintenance 
Office  and  Administrative 
Equi  pment 
Rentals 


Fiscal  Year  1976 
$814,415. 

772,208. 


42,207. 
$814,415. 

Fiscal  Year  1976 

$654,438. 

34,739. 

40,778. 


9,325, 
2,995, 
899, 
29,034, 

$772,208 


Fiscal  Year  1977 
$730,000 

776,941. 


$  3,059. 
Fiscal  Year  19  77 
$648,292. 
58,388. 
19  ,498. 


6,000, 
5,907, 
856, 
38,000, 

$776,941, 
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APPENDIX  E 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
STAFF  DURING  FISCAL  19  77 
STATE  EMPLOYEES 

-  COMMISSIONERS  - 


Chairman 

Commissioner 

Commissioner 


Stephen  M.  Weiner 
Andrew  H.  Nighswander 
Shelby  P.  Mudarri 


-  DIRECTORS  - 


Bureau  of  Hospitals 
Bureau  of  Long  Term  Care  Facilities 
Bureau  of  Community  and  Home  Health  Agencies 
Bureau  of  Non-Institutional  Medical  Providers 
Bureau  of  Educational  and  Social  Services 
Bureau  of  Planning  and  Analysis 
Project  to  Develop  a  Prospective  Reimbursement 
System  for  Hospitals  (Federal) 


Dorothy  E.  Puhy 
John  Lennon 
Joel  Abrams 
George  Lamantea 
Melvin  Green 
Timothy  Taylor 

Shirley  McEvoy 


-  LEGAL  - 


General  Counsel 
Counsel  II 
Counsel  II 
Counsel  I 


Peter  Leone 
Helen  Stewart 
Carl  Rosenfield 
Robin  Dimieri 


-  ADMINISTRATIVE  - 


Executive  Secretary 

Director,  Administrative  Services 

Head  Administrative  Assistant 

Head  Administrative  Assistant  (Federal  Project) 
Inf ormation/EEO  Officer 


John  Daley 
Joseph  Steinberg 
Seymour  Silberberg 
Louise  Norcott 
Faith  Beall 


-  AUDIT  ADMINISTRATION  - 

Supervisor  of  Audits,  Long  Term  Care  James  Sullivan 

Supervising  Accountant,  Long  Term  Care  Josepn  Bastek 

Supervising  Accountant,  Long  Term  Care  James  Collins 

Supervising  Accountant,  Long  Term  Care  John  Lawlor 

Supervising  Accountant,  Hospitals  John  Ciampa 

Supervising  Accountant,  Educ.  and  Social  Services-Gilbert  Sinas 

Supervising  Accountant,  Educ.  and  Social  Services- Llewellyn  Boscombe 
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APPENDIX  E 


MASSACHUSETTS  RATE  SETTING  COMMISSION 

STAFF  DURING  FISCAL  19  77 
STATE  EMPLOYEES 
(continued) 


-  AUDIT  - 


Senior  Accountant ,  Long  Term  Care 


Senior  Accountant,  Community  and 

Home  Health  Agencies 

Senior  Accountant,  Administrative  Services 

Semi-Senior  Accountant,  Educational  and 

Social  Services 

Semi-Senior  Accountant,  Long  Term  Care 
Semi-Senior  Accountant,  Community  and 

Home  Health  Agencies 


Walter  Anzoni 
Joseph  Beck 
John  Conuel 
Mary  Jong 
Domini ck  Kulch 
Herbert  Leyton 
John  Marcella 
Vincent  Train a 

Wilfred  Burke 
Joseph  McManus 
Laurence  Pierce 

Sophie  Antonakis 
Suzy  Sicard 
Gerald  Lum 

Kathleen  Walsh 


Administrative  Assistant 

Head  Administrative  Clerk 

Principal  Clerk 

Principal  Clerk 

Principal  Clerk 

Principal  Clerk 

Principal  Clerk 

Principal  Clerk 

Senior  Clerk  and  Stenographer 


-  SUPPORT  - 

Karen  Wyman 
Brenda  Gomes 
Theresa  Brutza 
Ruth  Collins 
Suzanne  Hogan 
Amelia  Memmolo 
Louise  Mooney 
Irene  Santaniello 
Maureen  Mooney 
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APPENDIX  E 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
STAFF  DURING  FISCAL  19  77 
BLUE  CROSS  CONTRACT  EMPLOYEES 

-  AUDIT  ADMINISTRATION  &  ANALYSIS  - 


Audit  Managers 


Audit  Supervisors 


Thomas  Cronin 
Thomas  Gagnon 
Warren  Silbovitz 
David  Tele gen 

Gerald  Bellavia 
William  Brady 
John  Doucette 
John  Lively 
Richard  Namenson 
Edward  Wasson 


Senior  Auditors 


Semi-Senior  Auditors 


Staff  Auditors 


AUDIT  - 

Abraham  Alford 
Joseph  Halliwell 
Richard  LaCava 
Fred  Lomas 
Ralph  Martone 
Roger  McCann 
Martin  McNamara 
Donald  Mulligan 
Robert  O'Connor 
Kirk  Sayian 
Joseph  Tyborowski 
Ronald  Young 

William  Baldwin 
Paul  Chap delaine 
Richard  Liberatore 
Joseph  Mazur 
Vincent  Murdock 
Thomas  Shannon 
Hyman  Sheinfield 
James  Simms 

William  Callaghan 
Peter  Chan 
James  Hayes 
Betty  Joe 
George  Lawlor 
Robert  Mercuri 
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APPENDIX  E 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
STAFF  DURING  FISCAL  1977 
BLUE  CROSS  CONTRACT  EMPLOYEES 
(continued) 

-  AUDIT  &  ANALYSIS  - 


Budget  Analysts 


Peter  Arnone 
Carol  Crossen 
June  DiDonato 
Peggy  Erlanger 
Sally  Foster 
Robert  In gala 
Russell  Kopp 
Harry  Lindmark 
Paul  Smith 
Wayne  Woodford 


Assistant  Budget  Analysts 


Cheryl  Goodman 
Louis  O'Neil 


Information  Specialist 
Intern 


Irene  Bennett 
William  Grieco 


-  PLANNING  &  ANALYSIS  - 


Researca  Analysts 


Ann  Breazeale 
Joseph  Broderick 
Kathleen  Connors 
Joseph  Duffy 
Joseph  Neal 
Anthony  Roman 
Seth  Rubin 
Ronald  Sanfield 
Joan  Zoref 


Researcn  Assistant 


Linda  Sowell 


-  CLERICAL  - 


Secretaries 


Receptionist 
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Barbara  Clark 
Gale  Day 

Annmarie  Dickson 
Beatrice  Dionne 
Assunta  Larkin 
Carolyn  Lipsett 
Juditn  Ryan 
Jean  Rizzo 


APPENDIX 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
STAFF  DURING  FISCAL  1^77 
FEDERAL /STATE  EMPLOYEES 


Data  Processing  Systems  Analyst  Micnael  Wigon 

Supervising  Program  Analyst  Andrew  Decker 

Economist  III  Nancy  Morgan 

Economist  III  Cara  Finnegan 

Chief  Methods  and  Systems  Analyst  Gladys  Mooradian 

Chief  Accountant  Alvin  Headen 

Senior  Accountant  James  Conso 

Principal  Clerk  Cloria  Redden 
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AOTINISTWIVE 


APPENDIX  F 


Executive  Secretary 


r 


Secretary 


l 

Senior 
Accountant 


Director  of 
Administrative  Services 


Head  Administrative 
Assistant 


Equal  Employment 
Opportunity  Office: 


LEGAL 


General  Counsel 


Counsel  II 


Counsel  II 


Counsel  I 


Attorney 


Principal  Clerk 
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Secretary 


BUREAU  OF  SPECIAL  SERVICES  RATES 


APPENDIX  F 


.Director 


I 

Secretary 


I  

Supervising 
Accountant 
(Rates) 


Supervising 
Accountant 
Admin .  Ad j . 


BUREAU  OF  HOSPITALS 


Director 


Secretary 


Administrative  Assistant 


Manager,  Teaching  Hospital 
Group 


Audi  tors / Analys  ts 


Manager,  Basic  Hospital 
Group 


Audi tors /Analys  ts 


Manager,  Proprietary  Hospital 
m  Group  

Auditors /Analys ts 


Analyst 


I 

 .  

Manager,  Charge  Review 


Assis  tant 


Manager,  Public  Assistance 
I 

Assistant 


Manager,  Blue  Cross 


Analyst 


BUREAU  OF  f'EDICAL  SERVICE  PATES 


APPENDIX  F 


Director 


Secretary 


Senior  Research  Analyst 


BUREAU  OF  CQfHJNITY  AID  ffiE  HEALTH  AGEiCIES 


Director 


1 

Principal  Clerk. 

Senior 
Research 
Analyst 


Supervising 
Accountant 
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BUREAU  OF  POLICY  AND  A1ALYSIS 

Director 


APPENDIX  F 


Secretary 


Deputy  Director 


Research  Analysts 


Research  Assistant 


Accounting  Analysts 


BUEAU  OF  LONG  TERM  CARE  FACILITIES 


Director 


Principal  Clerk 


Supervisor 

of  Audits 

Secretary 

1 

jpervising  ^Accountants 
Senior  Accountants 


Input  Coordinator 


Semi-Senior  Accountants 


Scheduler  Progress  Controller 

I 

Principal  Clerk 
Referencers 
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THE  COMMONWEALTH  OF  MASSACHUSETTS 

RATE  SETTING  COMMISSION 
Annual  Report 
for 

Fiscal  Year  1978 


STEPHEN   M.  WEI  NER 
Chairman 


S^rea  %</e  fa/7)  727 -H 50 


shelby  p.  mudarri 
Commissioner 


CHARLES  C.  STOVER 
Commissioner 


November  1,  1978 


His  Excellency,  the  Governor, 

The  Honorable  Senate, 

The  House  of  Representatives, 

The  State  Secretary, 

The  Secretary  of  the  Executive 

Office  of  Human  Services, 
Of  the  Commonwealth  of  Massachusetts: 


Pursuant  to  the  provisions  of  the  Massachusetts  General  Laws 
Chapter  6A,  section  32,  I  am  submitting  herewith  the  FOURTH  ANNUAL 
REPORT  of  the  Massachusetts  Rate  Setting  Commission,  as  reorganized  by 
Chapter  1229  of  the  Acts  of  1973,  effective  July  1,  1974. 

The  intent  of  this  Report  is  to  reflect  the  reorganized 
Commission's  achievements  and  activities  during  its  fourth  year  of 
operation,  the  year  ending  June  30,  1978. 

As  required  by  law,  the  Report  contains  a  statement  specifying  the 
management  of  the  Commission's  affairs,  a  detailed  analysis  of  its  reim- 
bursement policy  for  each  class  of  provider  of  services  and  for  state 
institutions,  and  a  description  of  the  Commission's  coordination  of  its 
rate-making  functions  with  the  rule-making  functions  of  the  departments 
of  the  Commonwealth  regulating  said  providers  and  institutions. 


Respectfully  submitted  for  the 
Rate  Setting  Commission, 


THE  COMMONWEALTH  OF  MASSACHUSETTS 
RATE  SETTING  COMMISSION 
Fiscal  Year  1978 


COMMISSIONERS 

Stephen  M.  Weiner,  Esq.,  Chairman 
Charles  C.  Stover 
Shelby  P.  Mudarri ,  CP. A. 

EXECUTIVE  SECRETARY 
John  A.  Daley 

GENERAL  COUNSEL 
Peter  R.  Leone,  Esq. 

BUREAU  DIRECTORS 

Dorothy  Puhy  -  Bureau  of  Hospitals 

John  Lennon  -  Bureau  of  Long  Term  Care  Facilities 

Joel  Abrams  -  Bureau  of  Community  and  Non-Institutional  Services 

Melvin  Green  -  Bureau  of  Educational  and  Social  Services 

Timothy  Taylor  -  Bureau  of  Policy  and  Analysis 

Shirley  McEvoy  -  Project  to  Develop  a  Prospective 

Reimbursement  System  for  Hospitals  (Federal) 
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I.    MANAGEMENT  OF  COMMISSION  AFFAIRS 


A.  AUTHORITY 

Durinn  fiscal  year  1978  the  Commission  was  responsible  for  six 
major  areas  of  activity: 

(1)  The  Conmission  had  the  responsibility  of  establishing  fair, 
reasonable  and  adequate  rates  to  be  paid  by  governmental  units  to 
"providers  of  health  care  services"    (G.L.  c.6A,  s.32).    These  providers 
of  health  care  services  include    persons  providina  medical  and  health 
related  care,  services,  supplies,  and  accommodations,  as  well  as  persons 
providing  social,  educational,  and  rehabilitative  services. 

Under  this  jurisdiction,  the  Commission  determined  the  rates  to  be 
paid  by  the  Commonwealth  for  a  variety  of  medical  and  health  related 
services,  includinn  the  services  of  hospitals,  long  term  care  facilities, 
physicians,  pharmacists,  dentists,  home  health  agencies,  neighborhood 
health  centers  to  name  but  a  few  provider  groups.    The  majority  of  pro- 
viders were  those  from  whom  services  were  purchased  under  the  medical 
assistance  program  administered  by  the  Department  of  Public  Welfare. 

In  addition  to  medical  and  health  related  services  the  Commission 
established  rates  for  social,  rehabilitative,  and  educational  services. 
Originally  the  Commission  was  responsible  for  setting  rates  for  a 
variety  of  child  care  programs  purchased  by  the  Departments  of  Educa- 
tion, Mental  Health,  Public  Health,  Public  Welfare,  Youth  Services  and 
the  Office  for  Children  for  the  provisions  of  training,  instruction, 
residential  treatment,  support  and  day  care  services  for  certain  blind, 
deaf,  aphasic,  and  emotionally  disturbed  children  and  youthful  offenders, 
and  for  such  services  and  accommodations  purchased  by  the  Department  of 
Elder  Affairs. 

Hov/ever,  Section  12  of  Chapter  1229  of  the  Acts  of  1973,  qreatly 
expanded  the  services  and  accommondations  for  which  the  Commission 
would  be  responsible.    Effective  July  1,  1975,  the  term  "general  health 
supplies,  care,  social,  rehabilitative,  or  educational  services  and  accom- 
modations   was  amended  to  include  all  such  services  that  were  not  previously 
subject  to  Commission  consideration.    Included  in  this  change  was  all 
services  purchased  by  state  agencies  and  local  educational  authorities 
pursuant  to  Chapter  766  of  the  Acts  of  1972,  the  special  education  law. 

(2)  The  Commission  received  temporary  responsibility  in  July  of  1975 
for  review  and  approval  of  hospital  charge  increases  to  the  general  public, 
through  the  enactment  of  Chapter  424  of  the  Acts  of  1975.    This  responsi- 
bility was  made  permanent  and  broadened  through  the  enactment  of  Chapter 
409  of  the  Acts  of  1976,  effective  October  15,  1976.    The  purpose  of  this 
act  was,  in  part,  to  reorganize  immediately  the  health  care  delivery  sys- 
tem of  Massachusetts  in  an  equitable  and  feasible  manner  for  all  the 
citizens  of  the  Commonwealth. 
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(3)  The  Commission  had  the  responsibility  of  establishinq  fair  and 
adequate  charges  to  be  used  by  state  institutions  for  neneral  health 
supplies,  care,  social,  rehabilitative  or  educational  services  and  ar 
commodations.    (G.L.  c.  6A,  s.32).  '  C 

The  charaes  are  based  on  actual  costs  incurred  by  each  state  fn««- 
tion  reasonably  related,  in  the  circumstance  of  each  institution,  to  the 
efficient  production  or  delivery  of  these  services  in  each  settinq 
Under  this  authority  the  Commission  determined  the  rates  to  be  charaed 

Heain !  %nS  SM°Pera£GM  by  \he  De^ents  of  Mental  Health  and>Sblic 
Health,  Soldiers'  Home  of  Massachusetts,  and  the  Soldiers'  Home  in  Holvoke 
and  schools  for  the  mentally  retarded,  and  other  facilities. 

(4)  The  Commission  had  the  responsibility  for  apnrovinq  contracts 
between  Blue  Cross  of  Massachusetts  Inc.  and  providers  of  health  slices 
and  for  approving  rates  and  final  settlements  under  these  contract  ' 
rLo       I-  •    J)m    Under  thls  authority  the  Commission  approved  Blue 
nIn^Phrt^PatlIq'  coonerati™,  and  Dilot  Pro^  contracts  with  hospital 
mental  health  centers,  long  term  care  facilities,  pharmacists  detoxifica 
tion  centers,  and  health  maintenance  orqanizations.  dmacisIS'  aetox^ica- 

In  exercisina  this  authority,  particularly  as  it  relates  to  hosoitals 
Corim  ssion  action  exerts  a  major  influence  in  control linq  the  cos?  of 
premiums  paid  by  Blue  Cross  subscribers. 

(5)  The  Commission  was  responsible  for  establishinq  rates  to  be  oaid 
unirZ* LhlaUt  SUPPllGS  and  Care  by  co^rcial  insurance  carriers' 
Acciden?  Board?"     conr,ensatlon  act  administered  by  the  Industrial 

receipts  ^ASjTlw  had  the  responsibility  of  approving  estimated 
^    E     nLth?  Clty  of  Boston  from  the  Provision  of  health  services 
(Chapter  909  of  the  Actsof  1969).    This  authority  has  a  direct  af?ect 
on  the  tax  rate  of  the  City  of  Boston,  since,  to  the  extent  the  Citv's 
estimated  costs  for  providinq  health  services  are  in  excess  of  the  Com 

'for'-n^axle'v^s6'  °'  the  ^^SwS^cSSied 


B.    PROCEDURE  FOR  DEVELOPMENT  AND  REVIEW  OF  RATES 

(1)    Regulations  -The  Commission  determines  rates  throuoh  reaulation*: 

n    ^-CaSeSnPartlCUlarly  for  ^-institutional  medical  providers  ?ne 
regulation  will  contain  a  fee  schedu  le  which  itself  represents  the  Vat es 
for  services  provided.   In  the  case  of  institutional  providers,  the  rate 
determination  is  in  the  form  of  a  qeneral  requlation  containing    a  defini- 
tion of  allowable  costs  and  a  process  for  developino  individual  rates  from 
the  allowable  costs.    Upon  promulqation  of  the  requlation,  individual 
rates  are  calculated. 
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A  public  hearing  is  held  before  a  requlation  is  pronulnated  in 
order  to  allow  for  input  from  affected  providers  and  purchasino  aqencies, 
as  well  as  from  the  general  public.    A  notice  of  public  hearing  is  filed 
with  the  Secretary  of  the  Commonwealth  and  is  published  in  two  daily 
newspapers  prior  to  the  public  hearinn. 

Copies  of  the  notice  of  public  hearinn  are  sent  to  interested 
parties  and  to  members  of  the  Advisory  Council  of  the  Commission.  The 
Advisory  Council  also  receives  copies  of  proposed  regulations.  Addition- 
ally, proposed  regulations  affectina  hospital  charge  review  (Ch.  409. 
Acts  of  1976)  are  subject  to  at  least  sixty  day  prior  review  and  comment 
by  members  of  the  Hospital  Policy  Review  Board  of  the  Commission. 

During  fiscal  year  1978,  nineteen  regulations  were  promulgated  by 
the  Commission  after  tv/enty-one  public  hearings  and  sixteen  regulations 
were  promulgated  on  an  emergency  basis.    All  regulations  adopted  during 
the  period  July  1,  1977  through  June  30,  1978,  are  listed  in  Appendix  A 
under  the  Bureau  responsible  for  their  preparation  and  administration. 
Appendix  B  contains  chronological  listing  of  public  hearings  held  by  the 
Commission  during  fiscal  year  1978.    Additionally  a  public  hearing  was 
held  prior  to  Commission  adoption  of  a  participating  hospital  agreement 
between  Blue  Cross  of  Massachusetts,  Inc.  and  the  various  hospitals  in 
Massachusetts. 

Regulations  promulgated  in  prior  fiscal  years  remain  in  effect  and 
applicable  unless  replaced  by  later  Commission  regulations. 

(2)    Rate  Adjustments  -  Providers  who  receive  individual  rates  may 
apply  for  rate  adjustment  once  their  individual  rates  have  been  certified. 
Applications  for  adjustment  may  be  made  in  writing  to  the  Commission  by 
following  the  guidelines  established  in  the  relevant  regulation  under 
which  the  rates  were  adopted.    Upon  receipt  of  each  request  bureau  staff 
will  conduct  a  timely  review  of  the  application  for  adjustment  and  the 
required  supporting  documentation  and  make  its  recommendations  to  the 
Commission  at  its  bi-monthly  business  meetings,  which  are  open  to  the 
public. 

Following  are  examples  of  situations  that,  under  Commission 
regulations,  generally  support  an  adjustment  to  the  rate  originally 
certified  by  the  Commission: 

•  Expenditures  imposed  upon    providers  because  of  laws,  licensing 
regulations,  safety  regulations,  or  any  official  requirement  made  by  a 
city,  town,  state,  or  federal  authority; 

•  Unusual  or  unforeseen  increases  in  the  reasonable  program  operating 
costs  beyond  the  control  of  the  provider,  (i.e.,  replacement  of  equip- 
ment or  facilities  due  to  fire  or  flood;  repair  of  major  equipment)  not 
contemplated  in  any  inflation  factors  used  in  developing  the  rate; 

•  Decreased  or  terminated  funding  from  external  sources  (i.e.,  grants, 
subsidies,  donations); 
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•  Mechanical  or  clerical  errors  made  by  Cormission  staff  in  the 
calculation  of  rates. 

Generally,  if  the  situation  is  one  of  emergency,  in  that  it 
threatens  the  financial  stability  of  a  program,  and  is  substantial 
in  nature,  it  can  be  reviewed  for  a  possible  rate  adjustment  by  the 
Commission,  provided  that  there  is  sufficient  documentation,  which  some- 
times includes  the  endorsement  by  the  purchasing  state  agency,  to  justify 
such  adjustment. 

(3)    Rate  Appeals  -  On  July  1,  1974,  the  Division  of  Hearing 
Officers  was  established  as  an  agency  of  the  Executive  Office  for 
Administration  and  Finance.    (Section  3,  Chapter  1229,  Acts  of  1973). 

The  Division  hears  appeals  from  the  providers  of  services  who 
believe  that  their  rates  of  reimbursement  are  not  fair.    After  a  formal 
appeal  has  been  filed  with  the  Division  of  Hearing  Officers,  a  hearing 
officer  of  the  Division  will  hold  an  adjudicatory  hearing  in  accordance 
with  the  Administrative  Procedures  Act,  G.  L.  c.  30A.    After  all  relevant 
testimony  and  evidence  has  been  submitted  to  the  assigned  hearings  officers, 
(s)he  then  prepares  a  written  decision,  which  is  submitted  to  the  Rate 
Setting  Commission. 

If  the  decision  results  in  a  recommendation  for  a  rate  different 
from  that  originally  certified  by  the  Commission,  the  Commissioners  then 
establish  a  new  rate  based  upon  the  statement  of  reasons.    The  Commission 
may,  however,  return  the  decision  to  the  hearings  officer  for  further  in- 
vestigation if  the  Commissioners  determine  that  the  hearing  officer's 
statement  of  reasons  is  inadequate  to  determine  a  fair,  reasonable  and 
adequate  rate.    Commission  action  on  a  recommended  decision  is  taken  by 
vote  at  regular  public  Commission  meeting. 

Should  a  party  still  consider  itself  to  be  aggrieved  by  a  decision 
of  the  Rate  Setting  Commission,  it  has  thirty  days  from  receipt  of  such 
decision  to  file  a  petition  for  review  in  the  Superior  Court  for  the  County 
of  Suffolk. 

C.    FINANCIAL  STATEMENT 

Appendix  D  of  this  Report  presents  an  analysis  of  the  Commission's 
expenditure  of  state  funds  during  the  fiscal  year  ending  June  30,  1978. 

,  D.    COMMISSION  STRUCTURE 

(1)    Commissioners    -  Pursuant  to  section  32,  Chapter  6A,  of  the 
General  Laws,  as  amended  by  chapter  1229  of  the  Acts  of  1973,  effective 
July  1,  1974,  the  Commission  shall  consist  of  three  members  appointed 
by  the  Governor.    The  Commission  shall  consist  of  a  Chairman  who  shall 
have  administrative  experience  and  an  advanced  degree  in  the  field  of 
business  administration,  public  administration  or  law.    One  of  the  other 
two  members  shall  be  a  certified  public  accountant  and  one  shall  be  a 
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person  experienced  in  the  field  of  medical  economics.    A  further  qualifi- 
cation is  that  no  more  than  two  members  shall  belong  to  the  same  political 
party.    Each  Commissioner  is  appointed  for  a  term  of  three  years.  The 
initial  appointmentsv/ere  for  staqgered  terms  of  one,  two,  and  three  years. 
On  July  3,  1974,  Governor  Francis  W.  Sargent  appointed  the  Commissioners 
as  follows: 


NAME 

Stephen  M.  Weiner,  Chairman 
Shelby  P.  Mudarri,  CPA 
Andrew  H.  Nighswander 
Charles  C.  Stover 


TERM 

Two  Years 
One  Year 
Three  Years 


Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  full  three  year  term  effective  July  3,  1975. 

Chairman  Stephen  M.  Weiner  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three  year  term  effective  July  3,  1976. 

Commisioner  Nighswander  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  term  effective  July  3,  1977.    Commissioner  Nighswander 
resigned  effective  December  31,  1977. 

Commissioner  Stover  was  appointed  January  13,  1978  to  fill  the 
unexpired  term  effective  July  3,  1977. 

(2)  Executive  Secretary  -   The  Commission  shall  appoint  an  Execu- 
tive Secretary  who  shall  be  responsible  for  the  internal  management  of 
the  Commission  and  who  shall  report  to  the  Chairman.    John  A.  Daley  was 
appointed  Executive  Secretary  during  fiscal  year  1975. 

(3)  Bureaus  -  G.L.  c.  6A,  S.33  authorizes  the  Commission  to  esta- 
blish such  bureaus  as  may  be  necessary  to  carry  out  its  duties. 

The  statute  specifically  requires  that  there  be  a  bureau  of  hospitals 
and  a  bureau  of  long-term  care  facilities. 

a)    Bureau  of  Hospitals  -  Director:    Dorothy  E.  Puhy 

The  bureau  develops  the  rates  of  payment  for  hospitals  providing 
inpatient  and  outpatient  care  to  publicly-aided  and  industrial  accident 
patients  as  well  as  charges  to  the  general  public  for  state  and  county 
hospitals.    Additionally,  the  bureau  is  responsible  for  evaluating 
contracts  between  Blue  Cross  of  Massachusetts,  Inc.,  and  hospitals  and 
making  recommendations  to  the  Commission  concerning  these  contracts.  The 
bureau  performs  all  hospital  audits  required  to  establish  public-assistance 
rates  and  to  prepare  Blue  Cross  final  settlements. 
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The  Bureau  also  prepares  an  estimate  of  the  expected  revenue  for 
the  City  of  Boston,  Department  of  Health  and  Hospitals.    The  revenue  pro- 
jection is  required  by  law  to  be  used  in  teh  calculation  by  the  city  of 
its    annual  tax  rate. 

In  1976  the  temporary  authority  to  review  charge  increases  and 
proposed  new  charges  under  Chapter  424  of  the  Acts  of  1975,  was  permanent 
pursuant  to  Chapter  409  of  the  Acts  of  1976. 

Finally,  the  bureau  performs  a  financial  analysis  on  all  major 
hospital  applications  for  Determination  of  Need  approval  by  the  Department 
of  Public  Health. 

b)  Bureau  of  Long  Term  Care  Facilities 

Director:     John  J.  Lennon 

The  bureau  develops  the  rates  of  payment  for  residential  care  provided 
by  nursing  and  rest  homes  to  publicly-aided  patients.  The  bureau  establishes 
these  rates  through  desk  and  field  audits  of  annual  cost  reports  submitted  by 
the  providers. 

c)  Bureau  of  Community  and  Non-Institutional  Services 

Director:    Joel  M.  Abrams 

The  bureau  develops  reimbursement  policies  and  rates  for  community 
based  health  care  and  support  services  provided  to  publicly-aided  and  in- 
dustrial accident  patients.  The  programs  providing  such  care  serve  as  alter- 
native delivery  systems  to  institutions  such  as  hospitals  and  nursing  homes. 
The  emphasis  is  on  ambulatory  and  home  health  care. 

The  Bureau  also  is  responsible  for  establishing  rates  of  payment  for 
services  rendered  to  publicly-aided  and  industrial  accident  patients  by 
individual  practitioners  including  physicians,  dentists,  psychologists, 
private  duty  nurses,  restorative  therapists  and  others.    Additional  responsi- 
bility includes  rates  for  such  diverse  services  as  drugs,  ambulances,  in- 
dependent clinical  laboratories,  hearing  aids,  eye  glasses,  prosthetics, 
orthotics,  and  other  medical  supplies. 

d)  Bureau  of  Educational  and  Social  Services 

Director:    Melvin  Green 

The  bureau  develops  rates  of  reimbursement  for  social  and  educational 
programs  purchased  by  various  governmental  units.    These  programs  include  all 
services  rendered  to  children  with  special  needs,  residential  programs  pur- 
chased by  the  Department  of  Youth  Services,  programs  purchased  under  Chapter 
766  -  the  special  education  law,  and  day  care  programs. 
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(4)  Support  Groups 


In  addition  to  the  four  Bureaus  of  the  commission  mandated  by 
G.L.C.6A,  s.33,  the  Commission  has  established  the  Bureau  of  Policy  and 
Analysis  to  support  the  work  of  the  Commission  and  its  other  bureaus. 
The  Commission  also  maintains  a  Legal  Department  designated  as  the  Office 
of  the  General  Counsel,  and  an  administrative  staff. 

Bureau  of  Policy  and  Analysis 

Director:    Timothy  A.  Taylor 

The  establishment  of  the  Bureau  of  Policy  and  Analysis  reflects 
the  realization  that  the  work  of  the  Commission  has  a  direct  and  sub- 
stantial impact  on  the  social  service  and  health  care  delivery  systems. 
It  was,  therefore,  essential  that  the  Commission  establish  a  strong 
analytical  and  statistical  base  for  its  programs  and  the  evaluative 
capacity  to  measure  the  effect  of  Commission  action  on  the  availability 
and  shape  of  the  social  service  and  health  care  delivery  systems  of  the 
Commonwealth. 

The  Bureau  of  Policy  and  Analysis  provides  staff  advice  and  informa- 
tion to  the  Commissioners  and  to  the  other  Bureaus.    Research  and  recommenda- 
tions from  this  Bureau  provide  guidance  to  Bureau  Director  and  the  Commis- 
sioners in  the  ongoing  review  and  revision  of  Commission  regulations. 

Policy  and  Analysis  projects  are  usually  initiated  by  the  Commis- 
sioners or  by  individual  Bureau  Directors  v/hen  they  identify  a  problem 
to  be  studied  or  need  particular  types  of  information.    The  scope  of  each 
project  is  not  uniform.    It  may  include  the  development  of  a  survey  instru- 
ment with  which  to  record  provider  cost  and  service  data,  and  the  analysis 
of  that  data.    It  is  the  analysis  of  such  data  that  is  the  essence  of  the 
development  of  new  or  revised  reimbursement  methodologies.    It  may  include 
assessing  the  fiscal  impact,  both  on  private  and  public  payors,  of  a 
proposed  or  recently  promulgated  regulation.    It  may  include  the  development 
or  further  refinement  of  an  audit  program  for  a  class  of  providers  not  yet 
audited  or  for  whom  past  audit  techniques  have  proven  to  be  insufficiently 
revealing.    It  may  include  the  analysis  of  general,  national  ana  state-wide 
health,  social  and  education  issues;  costs,  services,  legislation  and  pro- 
grams that  are  relevant  to  the  Commission's  activities. 

Research  methodologies  that  apply  to  a  problem  in  one  bureau  may 
apply  as  well  to  a  problem  in  another  bureau.    For  example,  calculations 
for  inflation  have  been  made  for  a  variety  of  different  regulations.  When 
a  major  project  is  completed,  it  is  distributed  to  all  who  might  find  it 
relevant  or  of  general  interest.    The  goal  is  uniformity  of  reimbursement 
methociclogies  wherever  practicable,  pooling  of  information,  and  a  broader 
understanding  of  Rate  Setting  Commission  issues. 
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Bureau  staff  engages  in  scores  of  projects  during  each  fiscal 
year.    The  projects  range  from  planned  to  impromptu,  from  major  to  minor 
in  impact,  and  are  seldom  routine.    Some  of  the  more  significant  projects 
engaged  in  during  the  past  year  are  described  below. 

In  the  area  of  hospital  reimbursement,  staff  engaged  in  a  variety 
of  projects  including  the  following: 

-  review  of  the  cost  and  reimbursement  consequences  of  the  re- 
licensure  of  chronic  and  rehabilitation  hospitals  to  skilled 
nursing  facilities; 

-  completed  a  detailed  documentation  of  the  reimbursement  of 
hospitals  by  Medicaid,  Blue  Cross,  and  charge-paying  payors; 

-  analyzed  hospital  charge  submissions  pursuant  to  Chapter  409 
of  the  Acts  of  1976; 

-  commenced  an  outpatient  charge  schedule  review; 

-  calculated  average  cost  per  bed  of  "excess"  hospital  beds; 

-  prepared  a  schedule  of  Medicare  limits  on  inpatient  routine 
costs;  and 

-  assisted  in  the  ongoing  refinement,  documentation  and  produc- 
tion of  inflation  projections  for  Medicaid  rates  and  Chapter 
409  charge  review. 

In  the  area  of  educational  and  social  service  providers'  reim- 
bursement, staff  review  included  the  following: 

-  completion  of  an  update  of  a  review  of  types  and  numbers  of 
providers  and  general,  rate  setting  process; 

-  direct  support  in  review  and  revision  of  all  relevant,  rate 
setting  regulations; 

-  prepared  program  to  amend  rate  setting  methodologies  to  ac- 
commodate increases  in  federal/state  minimum  wage  levels; 

-  participated  in  variety  of  interagency  meetings  and  task  forces; 

-  refined,  documented  and  produced  inflation  projections  as 
required  by  current  rate  setting  methodologies;  and 

-  participated  in  a  series  of  Commission-instituted,  interagency 
meetings  to  explore  purchase-of-service  and  rate  setting  prac- 
tices and  options. 
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In  the  area  of  long  term  care  facility  reimbursement,  staff  pro- 
jects included: 

-  documentation  and  production  of  inflation  projections  as 
periodically  required  for  the  calculation  of  cost  ceilings 
and  rate  of  payment; 

-  analysis  of  fiscal  impact  of  Level  III -A  facility  reimbursement; 

-  preparation  of  personal  replies  and  advisory  rulings  in  response 
to  the  significant  assortment  of  inquiries  requesting  interpre- 
tations of  regulations; 

-  analysis  of  gross,  fiscal  impact  of  recent  Commission  regulations; 

-  review  of  standard  deviation  program  (computerized)  and  calcu- 
lation of  approximate  mean  of  FY77  interim  rates  of  payment; 

-  review  of  "cap"  legislation  and  possible  exceptions  to  such 
legislation; 

-  participation  of  interagency  task  forces  on  incentives  for 
quality  patient  care,  and  fixed  cost  reimbursement; 

-  preparation  of  program  to  amend  rate  setting  methodology  to 
accommodate  increases  in  federal /state  minimum  wage  levels; 

-  commenced  review  of  services  and  projected  costs  of  facilities 
for  mentally  handicapped  (ICF/MR");  and 

-  surveyed  fixed  cost  reimbursement  in  other  states. 

In  the  area  of  community  and  non-institutional  providers  of  health 
care  services,  staff  review  and  study  included: 

-  development,  refinement  and  review  of  neighborhood  health  center 
reimbursement  methodologies  and  cost  reporting  forms; 

-  review  of  adult  day  care  cost  reporting  forms; 

-  completion  of  survey  of  costs  and  services  of  pharmacies, 
development  and  refinement  of  detailed  reimbursement  method- 
ology, and  preparation  of  regulation; 

-  review  of  Health  Maintenance  Organization  (HMO)  applications 
to  the  Division  of  Insurance; 

-  completion  of  analytical  and  rate  setting  program  (computerized) 
for  home  health  agency/homemaker  rate  calculations; 

-  review  of  changes  in  rate  setting  methodologies  as  necessitated 
by  increases  in  the  federal/state  minimum  wage  levels; 
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-  commenced  review  of  reimbursement  methodology  for  physicans 
and  dentists; 

-  audited  audiological  clinics  and  proposed  changes  1n  the  reim- 
bursement methdology  for  same; 

-  reviewed  clinical  laboratory  charges  and  developed  revised 
regulation  for  same;  and 

-  commenced  survey  of  private  and  public  ambulance  companies 

to  obtain  cost  and  service  data  in  support  of  revised  regulation 
for  same. 

In  the  area  of  administrative  services  within  the  Commission,  staff 
projects  included: 

-  review  of  Public  Health  Council  matters; 

-  review  of  fringe  benefits,  ranging  from  F.I.C.A.  to  ERISA; 

-  review  of  costs  and  services  of  alcoholic  halfway  recovery 
homes;  and 

-  assistance  in  drafting  management  performance  appraisal  forms. 
Legal  Department 

General  Counsel :    Peter  R.  Leone,  Esq. 

The  two  primary  responsibilities  of  the  Legal  Department  are  to 
act  in  an  advisory  capacity  to  the  Commission  regarding  its  legal  and  stat- 
utory responsibil ties  and  to  represent  the  position  of  the  Commission  at 
adjudicatory  hearings  on  rates  of  payment.    The  Department  reviews  and 
advises  the  Commission  on  all  proposed  regulations  and  on  all  contracts 
between  Blue  Cross  of  Massachusetts,  Inc.  and  various  health  care  providers. 
Questions  regarding  the  interpretation  and  application  of  various  Blue 
Cross  contracts,  and  litigation  arising  from  such  contracts,  resulted  in 
the  addition  of  one  lawyer  to  the  legal  staff.    Counsel  is  also  liaison 
between  the  Commission  and  the  Department  of  the  Attorney  General  on 
litigation  before  the  state  and  federal  courts  in  which  the  Commission 
is  named  as  a  party.    In  this  fiscal  year,  it  meant  continued  efforts  in 
connection  with  litigation  regarding  hospital  charge  control,  and  Chapter 
XI  and  XII  proceedings  reorganizing  long  term  facilities  under  federal 
bankruptcy  law.    Criminal  prosecutions  of  operators  of  long  term  care 
facilities  also  impacted  on  the  activities  of  the  legal  staff. 

Regulations  and  Legislation 

The  Secretary  of  the  Commonwealth  has  been  engaged  in  a  major  effort 
to  reorganize  all  state  regulations  under  a  uniform  numbering  system.  Gen- 
eral Counsel,  with  other  EOHS  General  Counsels  undertook  to  comment  upon 
the  Secretary's  proposed  regulations  regarding  the  promulgation  and  filing 
of  regulations.    Of  principal  concern  was  a  proposed  requirement  that  all 
regulations,  effective  January  1,  1978,  be  filed  in  magnetic  card  form. 
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Through  an  effort  coordinated  by  the  Commission's  counsel  with  EOHS,  a 
delay  was  won  in  the  implementation  of  the  magnetic  card  requirement  while 
the  Secretary  of  State  reviewed  his  proposal  for  feasibility.  Commission 
Counsel  did  undertake  the  renumbering  of  all  RSC  regulations  into  the  new 
"CMR"  or  "Code  of  Massachusetts  Regulations"  as  required  by  the  proposed 
regulations  of  the  Secretary.    Major  efforts  were  involved  1n  the  renumber- 
ing of  regulations  for  hospital  charge  control  (114.1  CMR  8.00),  inpatient 
hospital  rates  (114.1  CMR  3.00),  and  long  term  care  (114.2  CMR  2.00). 

Among  ongoing  activities  in  the  legislative  area,  including  a  re- 
view and  preparation  of  statements  on  each  bill  affecting  the  Commission, 
a  bill  was  prepared  to  deal  with  the  so-called  "compliance"  issue  in  con- 
nection with  hospital  charge  control  under  c.  409,  as  a  result  of  the 
decision  adverse  to  the  Commission  in  the  Affi liated  Hospi tals  Center, 
Inc.  litigation,  the  so-called  Affiliated  I  case.    The  Commission's  un- 
qualified  success,  however,  in  the  Affiliated  II  litigation  (discussed 
below),  along  with  a  number  of  policy  considerations,  mitigated  against 
pursuit  of  the  "compliance"  issue  in  the  1978  session. 

Federal  bankruptcy  proceedings  in  connection  with  long  term  care 
facilities  continued  to  be  a  source  of  concern  and  interest  from  a  legisla- 
tive perspective.    Commission  attorneys  worked  with  the  Department  of  Public 
Health  on  a  statute  which  would  provide  for  the  appointment  of  a  receiver 
by  means  of  state  court  proceedings  in  instances  where  the  management  of 
a  long  term  care  facility  placed  the  patients  in  jeopardy  or  where  a 
facility  is, in  effect,  abandoned  by  its  management.    This  legislation  was 
not  enacted  in  the  session. 

Commission  counsel  also  prepared  legislation  which  would  raise 
the  status  of  the  Commonwealth  Department  of  Public  Welfare  from  that  of 
an  unsecured  creditor  to  one  with  a  lien  against  the  debtors  property. 
Salient  features  of  this  draft  were  incorporated  into  drafts  of  the  re- 
ceivership law. 

One  piece  of  legislation  which  was  enacted  is  Chapter  186  of  the 
Acts  of  1978.    Commission  counsel,  with  other  EOHS  counsel,  was  asked  to 
deal  with  issues  surrounding  the  formation  of  an  organization  to  be  known 
as  the  Massachusetts  Health  Data  Consortium,  Inc.    One  purpose  of  this 
organization,  in  which  the  Commissioners  of  the  Departments  of  Public 
Welfare  and  Public  Health  and  the  Chairman  of  the  Commission  are  to  par- 
ticipate as  directors  or  officers,  was  to  collect  and  coordinate  data  re- 
garding health  systems,  in  part  required  by  federal  law.    Health  Data 
Consortium,  Inc.  was  to  be  formed  to  carry  out  these  purposes,  but  counsel 
for  the  various  agencies  involved  concluded  that  some  legislation  best  be 
filed  to  clarify  the  issue  of  authorization  and  participation  by  state 
officials.    Chapter  186  was  the  result. 

Hearings 

Pleadings,  hearings  and  conferences  arising  from  appeals  of  rates 
of  payments,  especially  for  long  term  care  facilities  and  hospitals,  con- 
sumed a  substantial  amount  of  the  legal  staff's  time. 
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In  spite  of  a  favorable  Opinion  of  the  Attorney  General  regarding 
the  scope  of  review  of  the  Division  of  Hearing  Officers,  issued  on  January  12, 
the  Division  continued  to  issue  decisions  beyond  the  ambit  of  G.  L.  c.  6A, 
s  36.    This  action  of  the  Division,  coupled  with  its  application  of  varying 
and  inconsistent  standards  of  review,  resulted  in  a  willingness  of  providers 
to  resolve  issues  through  prehearing  conferences  with  the  Commission.  This 
was  especially  true  in  the  long  term  care  area,  where  some  276  appeals  were 
settled  and  withdrawn  by  providers.    Over  twice  this  number  were  withdrawn 
after  a  review  and  explanation  of  policy,  without  adjustment  of  the  rate. 
Settlements  with  rare  adjustments  reflect  a  combined  average  of  32  hours 
per  week  spent  by  Commission  attorneys  in  conferences  in  an  effort  to  bring 
the  matters  to  settlement.    Hospital  appeals  were  not  susceptible  to  such 
resolution,  and  many  cases  have  been  continued  generally  by  the  hospitals 
pending  a  resolution  by  the  courts  of  the  Division  of  Hearing  Officers' 
jurisdiction  issue.    A  decision  confining  the  Division  to  its  designated 
statutory  role  v/ould  expedite  the  disposition  of  many  contested  appeals. 

Recoveries  of  receivables  from  long  term  care  facilities  by  the 
Department  of  Public  Welfare  also  created  pressure  on  the  legal  staff  to 
speedily  resolve  cases.    As  a  result  of  federal  insistence,  efforts  by 
DPW  to  collect  retro- receivables  were  acceletated.    In  several  instances, 
providers  sued  the  Department  or  otherwise  argued  that  collection  should 
be  deferred  until  appeals  were  resolved.    (In  the  case  of  the  Thera-Care 
nursing  homes,  it  was  argued  that  restitution  should  be  delayed  pending 
disposition  of  appeals).    In  many  instances,  a  disposition  of  the  appeal 
was  arranged  on  a  direct  basis  between  the  provider  and  the  Commission. 
The  Thera-Care  appeals  have  been  in  the  process  of  lengthy  hearings  be- 
fore the  Division  of  Hearing  Officers. 

The  Opinion  of  the  Attorney  General,  noted  above,  merits  some 
attention  in  connection  with  the  hearing  process.    The  Attorney  General 
ruled  that  there  are  three  areas  of  inquiry  open  to  the  Division  of 
Hearing  Officers  in  its  role  as  a  reviewing  body  of  individual  rates. 
First,  a  DHO  hearing  officer  may  inquire  whether  the  Commission,  through 
its  staff,  has  properly  applied  the  general  rates  formula  to  the  particu- 
lar facts  at  hand;  second,  the  hearing  officer  may  determine  whether  the 
Commission  has  correctly  interpreted  and  applied  an  ambiguous  regulation 
not  previously  construed  by  the  Commission;  and  finally,  the  hearing  offi- 
cer may  also  consider  whether,  on  the  facts  of  a  particular  case,  a  rate 
is  so  low  as  to  violate  the  "adequate,  fair  and  reasonable"  standard  of 
section  36.    Despite  the  precision  of  the  opinion,  the  Division  has  chosen 
not  to  follow  it,  creating  a  lack  of  certainty  and  predictability  in  the 
hearing  process.    The  effect  of  this  action  has  been  detrimental  to  the 
parties  in  the  preparation  of  cases,  since  the  scope  of  review  remains 
in  issue.    The  issue  is,  to  an  extent,  before  the  courts  in  the  case  of 
Cliff  House  Nursing  Home,  Inc.  v.  Rate  Setting  Commission  in  which  the 
Division  has  been  joined  as  a  party. 

Litigation 

Major  policy  objectives  of  the  Commission  in  the  hospital  area 
were  enhanced  by  favorable  judicial  decisions. 


-12- 


Foremost  of  these  cases  was  Mass.  General  Hospital  v.  Weiner,  et  al  , 
569  F.  2d  1156  (Jan.  25,  1978).    Mass.  General  Hospital  sought  declaratory 
and  injunctive  relief  from  the  Commission's  prospective  inpatient  hospital 
reimbursement  methodology,  which  had  been  promulgated  by  the  Commission  as 
a  regulation  and  approved  by  the  Secretary  of  the  U.  S.  Department  of  Health, 
Education  and  Welfare.    The  First  Circuit  Court  of  Appeals,  in  affirming  a 
ruling  in  favor  of  the  Commission  by  the  Federal  District  Court,  concluded 
that  the  regulations  did  not  deprive  the  hospital  of  due  process  of  law  by 
setting  prospective  rates  for  reimbursement  for  cost  without  affording  hos- 
pitals a  prior  opportunity  to  be  heard;  did  not  deny  equal  protection  by 
treating  urban  teaching  and  rural  hospitals  uniformly,  and  did  not  violate 
the  hospital's  contract  rights.    This  decision  is  cited  throughout  the 
country  by  rate  setting  agencies  as  a  major  judicial  affirmation  of  pro- 
spective rate  setting  methodology  against  constitutional  claims. 

Affiliated  Hospitals  Center,  Inc.  y.  Weiner,  et  al ,  C.A.  22824 
was  the  second  major  hospital  case,  decided  on  May  9,  1978,  called  Af- 
filated  II.    Affiliated  contended  in  the  suit  that  the  Commission's  hos- 
pital charge  control  regulations  issued  in  July  1977  contravened  the  Af- 
filiated I  decision  and  Chapter  409  of  the  Acts  of  1976.    In  a  31  page 
"Findings,  Rulings  and  Order  of  Judgment"  the  court  sustained  Regulation 
14  CHSR  11  and  related  forms  as  consistent  with  and  authorized  by  St.  1976, 
c.  409.    The  court  also  denied  Affiliated's  requests  for  injunctive  and 
declaratory  relief.    This  decision  has  been  appealed  by  Affiliated. 

Twenty-six  lawsuits  were  commenced  against  the  Commission  in 
FY77,  including  Affiliated  II  noted  above.    Of  major  interest,  although 
presently  at  the  pleading  stage,  is  Massachusetts  Hospital  Association 
v.  Califano,  et  al ,  U.S.D.C.,  Mass.,  Civil  No.  78-583-7.    This  case  is 
akin  to  the  MGHvT  Weiner  case  noted  previously,  but  the  U.  S.  Depart- 
ment of  HEW  (Califano)  has  also  been  named  as  a  party.    Among  the  issues 
is  HEW's  approval  of  prospective  hospital  rate  setting  methodologies. 

Hospital  charge  control  introduced  a  new  field  of  litigation  in 
addition  to  the  Affiliated  litigation.    Four  cases  arose  out  of  the  con- 
text of  hospital  charge  control:    Newton-We lies  ley  Hospital,  Waltham  Hos- 
pital, Baystate  Medical  Center  and  Braintree  Hospital.    In  addition,  as 
a  part  of  the  Attorney  General's  undertaking  of  affirmative  litigation, 
an  action  was  commenced  against  New  England  Medical  Center  for  alleged 
violations  of  c.  409.    A  similar  matter  involving  Boston  City  Hospital 
was  resolved  short  of  litigation.    In  other  plaintiff  actions,  the  At- 
torney General  proceeded  with  an  action  against  nursng  home  operator 
Claire  M.  Fay,  et  al ,  for  failing  to  file  certain  cost  information  with 
the  Commission.    Commission  counsel  also  furnished  information  developed 
by  Bureau  of  Community  and  Non-Institutional  Services  staff  regarding 
alleged  price-fixing  by  medical  oxygen  suppliers,  and  actions  were  com- 
menced by  the  Attorney  General  against  such  suppliers. 

Working  with  the  Attorney  General's  staff,  Commission  counsel  was 
able  to  bring  the  complex  Medico  Associates,  Inc.  (Bolton  Hall,  et  al) 
proceedings  in  Chapter  XI  and  XII  to  a  near  conclusion.    It  is  expected 
that  this  matter  will  be  completed  by  the  conclusion  of  calendar  year 
1978. 


-13- 


Other  Services 


Counsel  worked  out  an  agreement  between  the  Commission  and  the 
Medicaid  Fraud  Control  Unit,  funded  under  P.L.  95-142  and  45  C.F.R.  450.80. 
The  depth  of  provider-cost  information  available  at  the  Commission  mandated 
this  contract,  if  the  Fraud  Control  Unit  were  to  qualify  for  the  federal 
grant. 

Counsel  dealt  with  countless  Freedom  of  Information  requests  from 
the  public.    Computer-stored  data  has  added  a  new  dimension  to  these  re- 
quests, three  of  which  involved  stored  data  concerning  hospitals  and  nurs- 
ing homes. 

Patient  care  issues  arising  from  financial  difficulties  of  nursing 
homes  continue  to  require  attention  from  the  legal  staff.    This  was  true 
in  the  past  year  in  the  instances  of  Woodland  Nursing  Home,  Inc.,  Montrath 
of  Groton,  Inc.,  and  Woodford  of  Ayer,  Inc. 

Maintenance  of  case  files  on  appeals,  docketing  and  preparation 
of  notices  of  rates  as  a  result  of  appeal  decisions  and  settlements  con- 
tinues to  occupy  a  substantial  amount  of  legal  staff's  clerical  time. 

Administration 

The  administrative  activity  of  the  Commission  formerly  designated 
as  the  Bureau  of  Administrative  Services,  was  reorganized  at  the  beginning 
of  the  fiscal  year.    The  reorganization  was  the  result  of  acceptance  of 
a  recommendation  by  the  Governor's  Management  Task  Force  wnich  eliminated 
the  bureau  director  position  and  made  senior  staff  responsible  directly 
to  the  Executive  Secretary.    The  activity  coordinates  the  utilization  of 
Commission  facilities,  files,  supplies,  office  machinery  and  clerical 
personnel.    The  administration,  under  the  supervision  of  two  head  admin- 
istrative assistants,  is  responsible  for  gathering  data  and  for  writing  re- 
ports as  required  by  the  Governor,  the  Executive  Office  of  Human  Services, 
the  Executive  Office  for  Administration  and  Finance,  and  the  General  Court. 

During  fiscal  1978,  Aumini strati  on  was  responsible  for  handling  Com- 
mission participation  in  such  federal  employee  programs  as  CETA,  and  the 
YES  Program  administered  by  the  City  of  Boston.    It  also  coordinated  Com- 
mission activity  with  respect  to  its  Advisory  Council,  collective  bargain- 
ing, and  the  United  Way  Drive,  and  State  Employee's  Blood  Bank  program. 

The  activity  also  serves  a  very  active  role  as  public  information 
liaison  for  the  Commission,  making  Commission  records  available  for  public 
use  and  answering  inquiries  from  the  news  media.    An  inhouse  library  and 
a  clipping  service  is  maintained  by  the  bureau  to  keep  Commissioners  and 
staff  current  on  pertinent  activities  and  information. 

Finally,  the  activity  is  responsible  for  administering  an  internal 
Commission  regulation.    The  regulation  requires  the  Commissioners  and  staff 
to  report  outside  compensation  on  quarterly  basis.    The  regulation  is  in- 
tended to  provide  assurance  that  the  Commission  conducts  its  affairs  free 
of  potential  conflict. 
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E.  AFFIRMATIVE  ACTION 

On  June  22,  1977,  the  Commission  completed  and  transmitted  "A  Plan 
for  Affirmative  Action  and  Lqual  employment  in  the  Rate  Setting  Commission" 
to  the  Office  of  the  Director  of  Affirmative  Action,  Executive  Office  for 
Administration  and  Finance.    The  Plan  was  approved  on  December  28,  1977. 
A  copy  of  the  plan  is  available  for  public  review  at  the  Commission. 

F.  ADVISORY  COUNCIL 

(1)    Council  Structure  -  Under  the  terms  of  G.L.  c.  6A,  s  34,  the 
Commission  is  to  appoint  an  Advisory  Council  consisting  of: 

(a)  The  Chairman  of  the  Rate  Setting  Commission,  the  Secre- 
taries of  the  Executive  Office  of  Human  Services,  Elder  Affairs, 
and  Administration  and  Finance,  and  the  Commissioners  of  the 
Departments  of  Public  Welfare,  Public  Health,  and  Education,  or 
their  respective  designees. 

During  fiscal  year  1978  they  were: 

Stephen  M.  Weiner,  Chairman,  Rate  Setting  Commission 

Jerald  L.  Stevens,  Secretary  of  Human  Services 

James  J.  Callahan,  Secretary  of  Elder  Affairs 

John  F.  Buckley,  Secretary  of  Administration  and  Finance 

Jonathan  G.  Fielding,  M.D. ,  Commissioner  of  Public  Health 

Alexander  E.  Sharp,  II,  Commissioner  of  Public  Welfare 

Gregory  Anrig,  Commissioner  of  Education 

(b)  Eight  members  appointed  by  the  Commission  who  are  to  be 
providers  or  representatives  of  provider  organizations  v/hose  rates 
of  reimbursement  are  determined  by  the  Commission.    No  one  provider 
group  may  have  more  than  one  representative  unless  each  provider 
group  is  represented  on  the  Council.    Since  the  Rate  Setting  Com- 
mission sets  rates  for  more  than  eight  classes  of  providers,  it 
was  necessary  for  the  Commission  to  choose  which  provider  groups 
are  to  be  represented  on  the  Council  on  the  basis  of  state  dollars 
spent  on  a  provider  group  and  Commission  plans  for  changes  in  re- 
imbursement policies  or  methodologies. 

On  those  bases,  the  following  persons  who  were  appointed  by  Governor 
Dukakis,  as  required  by  Section  6  of  Chapter  1229  of  the  Acts  of 
1973,  served  during  fiscal  year  1978: 

Name  Provider  Group 

Louis  Alfano,  M.D.  Physicians 

John  Cronin  Child  Care 

Kenneth  Davis  Day  Care 

Virginia  Hamel  Neighborhood  Health  Ctrs. 

George  McNeill  Long  Term  Care  Facilities 

William  Williams  Hospitals 

Lois  Shimmin  Home  Health  Agencies 
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(c)  tight  members  appointed  by  the  Commission  who  are  to  be 
non-providers  who  have  demonstrated  experience  in  the  field  of 
consumer  advocacy  and  who  have  no  financial  interest  in  any  pro- 
vider of  services  whose  rates  of  reimbursement  are  determined  by 
the  Commission.    Of  these  eight  non-provider  members,  the  law 
specifies  the  source  of  four:    two  are  to  be  selected  from  recom- 
mendations made  by  statewide  labor  organizations,  with  one  of  the 
two  selected  from  recommendations  made  by  the  State  Labor  Council 
AFL-CIO;  and  two  are  to  be  selected  from  recommendati ons  maoe  by 
statewide  organizations  representing  the  interests  cf  the  elderly. 

During  fiscal  year  1978  they  were: 

Name  Organ i zation 

Joseph  Sullivan  State  Labor  Council  AFL-CIO 

Luke  Kramer  Teamsters 

John  Kennedy  National  Council  on  Aging 

Ruth  Robinson  Mass.  Assn.  of  Older  American:. 

Non-provider  members  at-large  were  also  appointed  as  follows: 

Francis  Bresnahan  Marmetta  Hamilton 


(d)  As  required  by  G.  L.  c.  6A,  s  34,  the  Rate  Setting  Com- 
mission Advisory  Council  elected  a  Chairman  for  a  term  of  one  year 
from  its  non-provider  members.    Mr.  Luke  Kramer  was  re-elected. 

(e)  The  Rate  Setting  Commission  invited  the  heads  of  the  fol- 
lowing state  agencies  affected  or  interested  in  Coninission  policies 
to  attend  (or  send  designees  to)  Council  meetings  in  a  non-voting 
capaci  ty : 

Name  Agency 

Christine  Sullivan  Executive  Office  of  Consumer  Affairs 

Lawrence  Feeney  Department  of  Youth  Services 

Thomas  Monahan  Department  of  Mental  Health 

Michael  Weiss  Department  of  Correction 

Paul  J.  Murphy,  M.D.  Department  of  Veterans'  Services 

Jacob  Getson  Office  of  Comprehensive  health  Planning 

John  York  Office  for  Children 

Christine  McLaughlin  Commission  for  the  Blind 

Peter  Tangalos  Massachusetts  Rehabilitation  Commission 

(2)  Council  Meetings  -  The  Council  is  required  by  law  to  meet  at 
least  three  times  a  year.    During  fiscal  1978,  the  Council  met  three  times. 
Minutes  of  those  meetings  are  on  file  with  the  Commission,  as  are  copies  of 
official  Council  correspondence. 

(3)  Operating  Procedures  -  The  official  operating  procedures  adopted 
by  the  Council  are  on  file  with  the  Commission. 
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G.    HOSPITAL  POLICY  REVIEW  BOARD 


(1)  Authority  -  G.  L.  c.  6A,  s  34A  mandates  the  establishment  of 
a  Rate  Setting  Commission  Hospital  Policy  Review  Board,  consisting  of  two 
members  designated  by  the  Secretary  of  the  Executive  Office  of  Human  Serv- 
ices and  nine  members  appointed  by  the  Governor,  two  from  a  list  of  at 
least  six  recommendations  submitted  by  the  Massachusetts  Hospital  Associa- 
tion, one  representing  a  teaching  hospital  and  one  representing  a  non- 
teaching  nospital;  one  physician  from  a  list  of  at  least  three  recommenda- 
tions submitted  by  the  Massachusetts  Medical  Society;  a  non-provider  mem- 
ber of  the  governing  board  of  a  health  systems  agency  designated  pursuant 
to  Title  XV  of  the  federal  Public  Health  Service  Act;  one  representing  non- 
profit hospital  service  corporations  under  Chapter  176A;  one  representing 
companies  authorized  to  seel  accident  and  health  insurance  under  Chapter 
175,  and  three  non-providers  with  experience  in  or  knowledge  of  the  de- 
livery or  financing  of  hospital  services  and  who  shall  represent  the 
interests  and  concerns  of  business,  labor  and  the  elderly,  respectively. 

(2)  Structure  -  The  board  is  composed  of  the  following  members 
who  have  been  appointed  by  Governor  Dukakis: 


Name 


Representing 


Louis  Alfano,  M.D. 
Paul  Vielkind 
Richard  Mills 
Arthur  Carty 
Henry  DiPrete 
Luis-Orlando  Isaza 
Martin  Berger 
Daniel  Foley,  Jr. 
Richard  Rowley 


Physicians 

Teaching  Hospitals 

Community  Hospitals 

Blue  Cross  of  Massachusetts 

Other  health  insurance 

Health  Systems  Agencies 

Labor 

Business 

El  derly 


Inc, 


(3)  Purpose  -  The  Board  is  charged  to  review  and  make  comments  to 
the  Commission  with  respect  to  proposed  regulations  or  rules  of  the  Commis- 
sion issued  pursuant  to  G.  L.  c.  6A,  ss  37-46,  inserted  by  Chapter  409  of 
the  Acts  of  1976,  within  thirty  days  receipt  of  proposed  rules  or  regula- 
tions; and,  to  report  periodically  at  least  as  often  asannually  to  the 
Governor  and  General  Court,  with  copies  to  the  Joint  Legislative  Committee 
on  Health  Care,  on  its  findings,  opinions  and  recommendations  for  legisla- 
tion. 


(4)  Meetings  -  The  Board  is  required,  by  law,  to  meet  at  least 
four  time  annually.    In  fiscal  year  1978,  the  Board  held  ten  meetings. 

(5)  Operating  Procedure  -  The  official  operating  procedures  adopted 
by  the  Boara  are  on  file  with  the  Conmission. 

II.    REIMBURSEMENT  POLICIES  FOR  CLASSES  OF  PROVIDERS 

The  Rate  Setting  Conmission,  as  reorganized  in  1974  and  modified  in 
1973,  is  internally  structured  into  bureaus  that  correspond  to  five  basic 
classes  of  providers  for  which  the  Commission  sets  rates: 
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t  hospitals 

•  long  term  care  facilities 

0  community  agencies  and  non-institutional  medical  services 

•  educational  anc  social  services 

Accordingly,  the  analysis  of  reimbursement  policies  for  specific  provider 
classes  as  required  for  this  Report  by  law  are  explained  for  each  of  the 
above  classes  of  providers. 


A.  HOSPITALS 

(1)  Publicly-aided  Reimbursement  -  The  Rate  Setting  Commission 
annually  sets  rates  of  reimbursement  to  hospitals  for  services  to  publicly- 
aided  persons  for  inpatient  ana  outpatient  services.    These  rates  are  estab- 
lished effective  October  first  of  each  year  in  order  to  coincide  with  the 
hospitals'  fiscal  year,  and  are  used  by  such  agencies  as  the  Department  of 
Public  Welfare  and  the  Office  of  the  Commissioner  of  Veterans'  Services. 

Rates  are  set  for  approximately  200  acute  and  chronic  hospitals 
that  may  be  operated  by  profit  and  non-profit  organizations,  by  cites, 
towns,  counties,  boards,  authorities,  and  departments  of  the  Commonwealth. 

Inpatient  Rates 

Since  the  largest  group  of  public  assistance  patients  using  inpa- 
tient hospital  services  are  those  covered  by  the  Medicaid  program,  the  Com- 
mission must  comply  with  federal  law  and  regulations  in  developing  inpatient 
hospital  rates  for  publicly-aided  patients.    Federal  law  requires  that  such 
rates  be  based  on  "reasonable  costs"  incurred  by  the  hospital  in  providing 
those  services. 

The  Department  of  Health,  Education  and  Welfare  has  generally  re- 
quired states  to  use  the  Medicare  methodology  for  developing  inpatient  rates. 
Medicare  effectively  guarantees  that  all  costs  incurred  by  the  hospital  will 
be  reimbursed.    Many  people  feel  that  the  use  of  this  type  of  "open-ended" 
reimbursement  approach  has  contributed  significantly  to  the  inordinate  in- 
flation in  hospital  costs  during  the  last  decade. 

In  1972,  the  Congress  authorized  HEW  to  allow  states  to  develop  other 
reasonable  cost-based  methods  as  alternatives  to  that  used  by  Medicare.  The 
purpose  of  the  provision  was  to  encourage  methods  that  would  be  conducive 
to  encouraging  efficiency  and  controlling  hospital  costs. 

Massachusetts  in  one  of  the  few  states  which  has  taken  advantage  of 
this  flexibility.    Through  the  Rate  Setting  Commission,  the  Commonwealth  has 
chosen  to  develop  a  system  which  does  not  equate  "reasonable  costs"  with 
what  the  hospital  actually  spent.    The  Commission  feels  that  "reasonable" 
refers  to  what  a  hospital  properly  should  have  spent  and  that  a  reimbursement 
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methodology  should  contain  provisions  encouraging  hospitals  to  maintain 
spending  at  that  level  of  "reasonableness."    For  example,  under  the  Com- 
mission's methodology,  the  rate  is  related  to  cost  increases  that  are 
acceptable  and  to  proper  levels  of  utilization. 

The  method  is  prospective  in  nature.    That  is,  the  rate  is  deter- 
mined at  the  beginning  of  the  hospital's  fiscal  year,  and  may  be  varied 
only  for  very  specific  reasons,  as  described  later.    If  the  hospital  in- 
curs costs  in  excess  of  the  rate,  there  is  no  final  reconciliation.  If 
the  hospital  incurs  costs  less  than  what  the  rate  would  reimburse,  the 
hospital  may  keep  its  saving.    Thus,  the  system  provides  incentives  for 
efficiency  on  the  part  of  hospitals. 

The  prospective  rate  is  developed  from  the  hospital's  historic 
costs  and  produces  a  per  diem  rate  (a  rate  for  each  day  of  inpatient 
service)  which  varies  from  hospital  to  nospital,  depending  on  the  indi- 
vidual hospital's  cost  experience.    Hospital  costs  in  a  base  year  (two 
years  prior  to  the  year  for  which  the  rate  is  being  set)  as  reported  to 
tne  Commission  and  reviewed  by  the  Commission's  staff,  are  trended  forward 
based  on  a  standard,  composite  inflation  factor. 

The  assumption  made  in  the  use  of  the  historical  cost-based  pro- 
spective reimbursement  method,  which  is  critical  to  hospital  cost  con- 
trol, is  that  hospitals  should  experience  inflation  common  to  that  in 
the  economy  at-large,  rather  than  some  unique  hospital-specific  rate  of 
inflation . 

Another  assumption  made  is  that  the  Commonwealth  should  not  be 
paying  for  underutilized,  and  therefore  unnecessarily  expensive,  hospi- 
tal facilities.    A  hospital,  therefore,  may  be  penalized  by  a  reduction  in 
its  publicly-aided  rate  by  the  Commission  if  it  falls  below  a  certain  mini- 
mal number  of  patient  days  in  the  base  year.    This  is  known  as  an  occupancy 
penalty,  and  has  as  its  goal  the  el  inn'  nation  of  underutilized  hospital  fa- 
cilities with  a  consequent  reduction  in  cost  to  the  Commonwealth. 

Rates  set  for  hospitals  are  also  limitea  by  calculation  of  charges 
to  the  general  public  for  a  day  of  hospital  care,  since  rates  paid  by 
purchasing  state  agencies  for  services  to  publicly-aided  individuals  may 
not  exceed  those  rates  paid  by  the  general  public. 

based  on  past  experience,  during  fiscal  year  1978,  the  Commission 
proposed  an  amendment  to  its  State  Plan  for  Medicaid  inpatient  hospital 
reimbursement  which  further  developed  the  prospective  system.    The  amend- 
ment, approved  by  HEW  in  December  1977,  which  became  effective  January  1, 
1978,  called  for    1)     more  stringent  occupancy  standards  consistent  with 
the  state  policy  of  reducing  excess  beds;    2)  a  limitation  on  recognized 
base  year  costs;    3)  establishment  of  a  new  rate  for  administratively 
necessary  days;  and    4)  imposition  of  the  Medicare  routine  per  diem  limi- 
tation onto  the  Medicaid  Program. 


-19- 


Because  of  the  January  T,  1978  effective  date  of  the  amendment, 
the  Commission  approved  two  separate  rates  for  fiscal  year  1978  for  each 
hospital:    one  rate  for  the  period  October  1  ,  1977  through  December  31, 
1978;  and  a  second  rate  for  January  1,  1978  through  September  30,  1978, 
using  the  amended  state  plan. 

Although  the  rate  certified  is  prospective,  with  no  final  settle- 
ment at  tne  end  of  the  hospital  fiscal  year,  the  Commission  may  adjust  the 
certified  rate  to  include  costs  incurred  as  a  condition  of  hospital  licen- 
sure, as  a  result  of  a  project  approved  by  the  Department  of  Public  Health 
under  its  determination  of  need  program,  as  a  result  of  severe  financial 
hardship  to  the  hospital,  and  on  other  similarly  limited  grounds.  During 
the  1978  fiscal  year,  86  administrative  adjustments  were  made  to  public- 
assistance  rates. 

Inpatient  rates  for  newborn  care  are  calculated  at  one-third  of 
the  inpatient  rate. 

Outpatient  Rates 

Publicly-aided  outpatient  rates  are  expressed  as  a  percentage, 
which  is  the  relationship  between  the  total  outpatient  costs  and  total 
outpatient  revenues  (gross)  from  charges.    An  outpatient  rate  may  not 
exceed  100%  of  charges.    As  with  the  inpatient  rate,  there  is  no  final 
settlement  for  outpatient  services  rendered  to  publicly-aided  individuals. 

The  me thou  used  by  the  Commission  to  calculate  publicly- aided  rates 
of  reimbursement  is,  in  sum,  premised  upon  cost  control  objectives,  sensi- 
tive both  to  restraining  the  expenditures  of  the  Commonweal th  for  inpatient 
and  outpatient  hospital  care,  as  well  as  to  changes  in  the  general  economy 
and  hospitals'  ranges  of  service. 

(2)  Charges  and  Rates  of  Reimbursement  for  Hospitals  Operated  by 
Departments  of  the  Commonweal th ,  Including  Soldiers'  Homes 

Annually,  the  Commission  determines  both  rates  of  reimbursement  for 
services  for  publicly-aided  inaividuals  and  charges  to  the  general  public 
for  hospitals  owned  by  departments  of  the  Commonwealth,  including  the  Sol- 
diers' Homes.    Unique  rates  and  charges  are  set  for  each  hospital.  The 
rates  of  reimbursement  for  services  rendered  publicly-aided  individuals  are 
determined  in  the  manner  previously  described. 

The  Commission  also  establishes  the  charges  that  these  institutions 
are  to  make  to  the  general  public  (persons  who  pay  for  their  own  nealth 
care  services  or  who  have  commercial  health  insurance).    This  Commission 
function  is  quite  important  for  these  institutions,  because  Medicare  and 
Blue  Cross,  in  addition  to  Medicaid,  pay  the  lower  of  costs  or  charges. 
Therefore,  the  Commission  must  set  charges  equal  to  costs  or  the  Common- 
wealth will  lose  revenue  that  otherwise  could  be  obtained  from  Blue  Cross 
and  tiie  federally  funded  Medicare  program.    As  in  the  methodology  for 
publi cly-aidea  reimbursement,  outpatient  rates  are  based  on  the  average 
cost  of  an  outpatient  visit  and  cover  all  the  services  rendered  during 
one  visit. 
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(3)  Industrial  Accident  Rates  -  The  Rate  Setting  Commission 
establishes  rates  of  payment  to  hospitals  for  services  to  persons  who 
are  eligible  under  G.L.  c.  152,  the  Workmen's  Compensation  Act.  These 
rates  are  effective  as  of  October  1  of  each  year. 

Inpatient  Rates  of  Payment 

A  per  diem  inpatient  rate  is  establ i shed  for  each  hospital. 
This  rate  is  the  sum  of:  the  hospital's  average  weighted  semi-private 
room  and  board  charge  to  the  general  public  that  is  in  effect  or  to 
be  in  effect  on  October  1  of  the  rate  year,  plus,  tne  hospital's 
average  per  diem  special  services  (i.e.,  laboratories,  x-rays)  charges 
reported  for  the  hospital's  most  recent  fiscal  year  for  which  a  cost 
report  has  been  filed.    An  appropriate  adjustment  to  the  rate  is  made 
for  patients  who  require  more  expensive  intensive  care  services.  For 
197d  this  regulation  was  amended  to  allow  rate  adjustments  for  capital 
expenses  generated  by  a  major  capital  expenditure  or  substantial  change 
in  service  which  had  received  a  determination  of  Need  (DON)  approval 
from  the  Public  Health  Council  of  the  Massachusetts  Department  of  Public 
Heal th. 

Outpatient  Rates  of  Payment 

The  rate  of  reimbursement  for  outpatient  services  is  computed 
as  a  percentage  of  charges,  not  to  exceed  ]QQ%.    This  percentage  of 
charges  is  the  ratio  of  total  outpatient  costs  to  total  outpatient 
charges  as  reported  by  the  hospital  for  the  hospital's  most  recent  fis- 
cal year  for  which  a  cost  report  has  been  filed  with  the  Commission. 

(4)  Chapter  409  of  the  Acts  of  1976 

In  October  1976  the  legislature  enacted  Chapter  409  of  the  Acts 
of  197d.  This  statute  repealed  and  replaced  Chapter  424  of  the  Acts  of 
197L),  and  it  established  a  permanent  system  for  approving  hospital  charges. 

Chapter  409  seeks  to  contain  the  increase  in  hospital  costs  by 
controlling  hospital  charges.    The  statute  established  a  clearly  defined, 
evolutionary  approach  to  the  development  of  a  comprehensive  revenue  con- 
trol program.    The  basis  of  this  program  is  the  prospective  review  and 
approval  of  individual  hospital  budgets,  subject  to  an  analysis  of  aggre- 
gate hospital  revenues.    In  general,  the  budget  approval  process  under 
Chapter  409  tries  to  determine  the  reasonable  financial  requirements 
for  an  institution  as  a  whole,  and  then  allow  the  hospital  to  set  charges 
such  that  it  can  earn  sufficient  net  income  to  cover  these  requirements. 

The  reasonable  financial  requirements  of  a  hospital  for  the  budget 
year  are  evaluated  by  analyzing  three  years  of  data  to  determine  allowable 
cost  increases  from  the  base  year  (second  year  prior  to  the  budget  year) 
to  the  budget  year.    Increases  in  the  base  year  costs  are  allowed  for 
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inflation  in  the  general  economy,  volume  changes,  ana  costs  beyond  the 
reasonable  control  of  the  hospital. 

Historically,  a  hospital  has  been  allowed  to  set  charges  so  that 
its  total  charges  exceed  total  allowable  costs  by  a  fixed  proportion. 
This  margin  was  intended  to  provide  for  legitimate  financial  needs  not 
recognized  through  the  cost  definitions  used  in  the  program.  However, 
beginning  with  fiscal  year  1979,  the  Commission  is  required  to  adopt 
definitions  of  "total  patient  care  costs"  which  reflect  reasonable 
financial  requirements  and  "total  patient  care  charges"  which  reflect 
actual  revenue,  and  to  review  total  costs  and  total  charges  independently. 
Under  these  new  definitions,  the  allowable  revenue  limit  (actual  revenue) 
will  be  approved  to  equal  reasonable  financial  requirements. 

During  the  first  three  years  of  operation,  the  review  process 
was  based  on  the  analysis  of  two  years  of  data.    Data  for  the  base-  year 
(the  year  prior  to  the  budget  year)  were  composed  of  eight  months  of 
actual  data  and  four  months  of  projected  data;  data  for  the  budget  year 
were  forecast. 

The  current  budget  approval  program  uses  three  years  of  data 
rather  than  two  years  (i.e.,  a  two  year  old  base).    The  base  year  (the 
second  year  prior  to  the  budget  year)  is  historical  data;  the  inter- 
mediate year  (  the  year  prior  to  the  budget  year)  is  eight  months  his- 
torical data  and  four  months  projected  data;  the  budget  year  is  fore- 
cast.   This  three  year  system  was  initially  adopted  on  July  1,  1977  in 
response  to  the  legal  restriction  which  was  placed  on  the  Commission's 
plan  for  enforcement  of  the  two  year  system.    Affi 1 iated  Hospital  Center, 
Inc.  v.  Weiner,  et  al .  (Suffolk  Superior  Court,  C.A  -  Mo.  #19457)  The 
three  year  system  has  proved  to  be  superior  to  the  two  year  system  because 
the  base  year  is  entirely  actual  data  rather  than  only  eight  months 
nistorical  data  as  in  the  two  year  system. 

beginning  with  FY  1978,  the  Commission  adopted  a  three  year  pro- 
gram (the  base  for  the  budget  year  being  the  second  prior  year)  for  the 
review  of  hospital  budgets.    Under  this  program,  the  base  year  cost  is 
inflated  forward  one  year  (the  intermediate  year)  using  actual  inflation 
and  volume  information.    The  resulting  figure  is  compared  with  actual 
intermediate  year  cost  experience,  and  the  lower  of  the  two  figures 
becomes  the  base  for  projecting  inflation  and  volume  into  the  budget 
year.    Thus  excessive  intermediate  year  costs  are  prevented  from  being 
perpetuated  in  the  budget  year. 

The  legality  of  the  revised  program  was  challenged  in  Affil iated 
Hospital  Center,  Inc.  vs.  Weiner  et  al .  Suffolk  Superior  Court  No.  22324, 
(Affil ita ted  II) .    In  its  suit,  Affiliated  Hospital  Center,  Inc.  claimed 
that  the  new  program  contravened  the  Affiliated  I  decision  and  Chapter 
409,  and  in  effect  reinstituted  a  compliance  system. 
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The  Court  concluded  that  no  implicit  prohibition  against  the 
use  of  a  two  year  old  base  exists  in  Chapter  409.    Since  cost  and 
revenue  data  froi.i  prior  years  are  used  only  for  the  purpose  of  estab- 
lish n<j  allowable  rates  for  the  upcoming  year  anu  not  to  recoup  prior 
years'  excess  charges  or  costs,  the  system  is  not  compliance  and  thus 
is  consistent  with  the  Affiliated  I  decision.    The  very  purpose  of 
Chapter  4l)y  -  to  stabilize  charges  and  control  hospital  costs  -  was 
deemed  to  support  the  authority  of  the  Commission  to  exclude  excessive 
costs  in  prior  years  in  developing  prospective  budgets. 

An  important  factor  in  the  Court's  decision  was  the  broad 
autnority  for  the  development  of  substantive  standards  which  is 
delegateu  to  the  Commission  in  Chapter  409.    The  Court  also  noted  that 
the  Legislature  established  mechanisms  such  as  the  Hospital  Policy 
Keview  board  to  involve  interested  parties  in  the  review  of  RSC  reg- 
ulations ratner  than  have  the  courts  serve  as  the  unusal  channel  for 
resolving  disputes  in  the  regulatory  process.    Thus,  the  courts  must 
give  sufficient  weight  to  regulations  duly  adopted. 

Affiliated  II  is  a  broadly  applicable  decision.    It  has 
essentially  validated  the  methodologies  developed  and  the  steps  taken 
to  date  by  the  Conmi ssion  in  the  budget  approval  program. 

The  budget  submission  has  been  categorized  into  three  parts: 
operating  requirement,  capital  requirement  and  working  capital  require- 
ment. 

Uperating  Requirement 

The  operating  equipment  consists  of  allowable  direct  and  in- 
direct costs  exclusive  of  depreciation.    The  equipment  is  limited  by 
reasonable  increases  from  the  base  to  budget  years  for  inflation 
volume  and  cost  beyond  control  of  the  hospital. 

Capital  Requirement 

For  building  and  fixed  equipment  the  requirement  is  equal  to 
historical  cost  depreciation  exclusive  of  Non-determination  of  Need 
approved  projects.    For  major  movable  equipment  the  new  requirement 
allows  a  cost  equal  to  placement  cost  depreciation. 

Working  Captial  Requirement 

Standard  accounting  definitions  of  cost  reimbursers  recognize 
working  capital  need  only  through  interest  paid  on  working  capital 
financing.    The  objectives  of  the  allowance  during  this  transition 
year  is  to  permit  increased  changes  sufficient  to  finance,  internally, 
increases  in  patient  accounts  receivable  generated  by  charge  based  payors. 
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Year  to  year  cost  can  be  justified  by  inflation  volume  changes 
and  cost  beyond  reasonable  control  of  the  hospital. 


Inflation  is  the  initial  screen  to  whicn  the  budget  submission 
is  subjected.    Prior  to  the  start  of  each  hospital's  fiscal  year,  pro- 
jected values  for  the  rate  of  increase  in  each  indicator  are  calculated 
by  the  Commission.    A  separate  index  is  developed  for  each  category 
for  the  intermediate  year  and  the  budget  year.    The  inflation  factors 
for  tne  intermediate  year  are  based  on  both  actual  data  and  projections, 
while  the  budget  year  index  is  forecast.    The  inflation  factors  are  sent 
to  each  hospital  for  use  in  completing  its  budget  submission. 

The  revised  index  contains  sixteen  cost  categories,  four  fewer 
than  the  original.    The  categories  can  be  grouped  under  similar  headings: 
salaries  and  fringe  benefits,  supplies,  utilities;  and  others.  The 
categories  were  selected  on  the  basis  of  six  criteria:    significance  as 
a  proportion  of  total  cost;  compatibility  with  current  hospital  accounting 
practices,  availability  of  appropriate  associated  indicators;  diversity; 
hoiiiogenity  of  included  costs;  and  inclusi veness.    Bad  debt/free  care, 
depreciation  and  interest  are  the  major  deletions  from  the  index.  There 
have  also  been  major  changes  within  the  remaining  categories. 

In  its  budget  submission  each  hospital  allocates  its  base  year 
operating  cost  among  each  of  the  sixteen  categories.    The  costs  in  each 
category  are  multiplied  by  the  intermediate  year  inflation  factor  to 
determine  allowable  operating  costs  due  to  price  increases.  Inflated 
costs  in  the  categories  are  added  to  produce  total  allowable  intermed- 
iate year  costs  due  to  inflation.    The  composite  index  (used  in  volume 
adjustments)  is  computed  by  aividing  total  inflated  costs  by  uninflated 
costs. 

To  adjust  for  inflation  in  the  budget  year,  intermediate  year 
costs  are  allocated  to  the  cost  categories  and  adjusted  by  the  appro- 
priate budget  inflation  factors.    The  sum  of  these  inflated  costs  is 
divided  by  uninflated  intermediate  year  costs  to  compute  the  composite 
index  which  is  multiplied  by  the  lower  of  actual  or  allowable  inter- 
mediate year  operating  costs.    The  index  is  also  used  in  budget  year 
volume  adjustments. 

Hospitals  are  not  static  institutions.    In  any  year  or  between 
years  they  add,  expand  or  subtract  services.    The  volume  adjustment  pro- 
cess has  four  steps:    1)  the  hospital  projects  volume  for  the  budget 
year  for  all  revenue  producing  departments,  2)  a  test  of  reasonableness 
is  applied  to  hospital  projections;  3)  the  allowed  previous  year  cost 
per  service,  adjusted  for  inflation,  is  multiplied  by  the  allowable 
volume  change  to  compute  allowable  volume  adjustment  by  department; 
4)  the  sum  of  all  departmental  volume  adjustments  provides  the  total 
volume  adjustment. 
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As  in  the  inflation  adjustment,  base  year  and  intermediate 
year  costs  are  adjusted  in  the  same  manner  although  the  process  is 
not  continuous.      base  year  unit  cost  for  each  department  is  calculated 
by  dividing  the  base  year  fully  allocated  departmental  cost  by  base 
year  volume.    The  mecnanics  of  the  adjustment  process  after  unit 
cost  calculation  depend  on  the  direction  and  degree  of  volume  change. 
The  process  to  adjust  for  volume  changes  from  intermediate  to  budget 
year  is  essentially  the  same,  except  intermediate  year  costs  and 
volume  are  substituted  for  base  year  and  budget  year  costs  and  volume 
take  place  of  intermediate  year. 

The  Chapter  409  statute  requires  that  the  Commission  recognize 
as  reasonable  those  cost  increases  which  are  "beyond  the  reasonable  con- 
trol of  the  individual  hospital"  and  are  not  justified  by  inflation  and 
changes  in  volume.    The  following  categories  of  cost  qualify  for  con- 
sideration as  costs  beyond  the  reasonable  control  of  the  hospital: 

-  Costs  generated  by  compliance  with  government  requirements 
which  are  set  forth  in  federal  or  state  regulations  and 
wnich  mandate  non-discretionary  hospital  expenditures. 

-  Costs  generated  by  disaster  losses  in  excess  of  insurance 
or  extraordinary  costs  related  to  disaster  losses  not 
covered  by  outside  sources. 

-  Costs  not  recognixed  under  Chapter  409  such  that  the 
failure  to  recognize  such  costs  results  in  severe 
financial  hardship. 

During  the  period  July  1,  1977  to  June  30,  1978  the  Rate  Setting 
Commission  reviewed  one  hundred  and  thirty-eight  (138)  first  request 
for  budget  approval  and  charge  modification  and  eighteen  (18)  second 
requests  for  charge  modification.    This  compares  to  one  hundred  and 
nineteen  (119)  first  and  twenty  (20)  second  submissions  in  fiscal  1977. 
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B.   LONG  TERM  CARE  FACILITIES 


Reimbursement  System 

The  Rate  Setting  Commission  annually  sets  rates  of  reimbursement  for 
Long  Term  Care  providers  of  services  to  publicly-aided  patients.    The  method 
used  is  retrospective  in  that  the  Commission  establishes  a  per  diem  rate  for 
each  provider  based  on  its  own  individual  cost  experience. 

Each  of  the  approximately  750  providers  is  issued  an  interim  per  diem 
rate  based  on  its  most  recently  filed  cost  report.     The  interim  rate  is  effec- 
tive on  July  1st  of  each  year.    The  interim  rate,  effective  July  1,  1978, 
was  based  on  the  1977  calendar  year  cost  report  with  a  10.59%  cost  adjustment 
factor  for  inflation.    In  addition,  certain  values  were  added  on  to  that  in- 
terim rate  to  compensate  for  new  requirements  which  were  not  reflected  in  the 
previous  calendar  year's  cost  report.     These  additional  allowances  included 
requirements  for  minimum  wage  adjustments,  pharmacy  consultants,  catheters 
and  drainage  bags.     The  interim  rate,  so  established,  is  paid  on  a  current 
basis  by  the  purchasing  state  agency.     During  Fiscal  1973,  the  Commission 
certified  886  interim  rates. 

Effective  January  1,  1978,  federally -mandated  minimum  wage  requirements 
changed.    This  necessitated  the  issuance  of  a  special  adjustment  to  interim 
rates  on  that  date.    The  adjustment  was  contained,  however,  by  the  legislative 
Budget  Act  which  restricted  the  1977  interim  rate  to  no  more  than  107$  of  the 
previous  interim  rate.     In  February  of  1978,  the  legislature  allowed  the  mini- 
mum wage  adjustment  to  be  an  exception  to  its  limitation  and  another  adjust- 
ment to  interim  rates  was  computed  by  the  Commission.     A  total  of  802  minimum 
wage  adjustments  were  made  during  the  fiscal  year. 

Each  Long  Term  Care  provider  is  also  issued  a  final  per  diem  rate  based 
on  its  own  individual  cost  history.    Final  rates  are  issued  effective  January  1st 
of  each  year.    After  the  final  rate  is  certified  by  the  Commission,  a  settle- 
ment is  made  between  the  purchasing  state  agency  and  the  provider  which  repre- 
sents the  difference  between  the  final  rate  and  the  two  interim  rates  in  effect 
during  that  calendar  year.    During  Fiscal  1978,  1135  final  rates  were  certified 
by  the  Commission. 

Productivity  by  Rates  Certified 

Fiscal  1978  continued  the  Commission's  emphasis  on  overcoming  the  perennial 
backlog  of  rates.     The  previous  year  necessitated  two  interim  rates  because  of 
the  changeover  to  interim  rates  based  on  a  fiscal  year  rather  than  the  tradi- 
tional calendar  year.     In  fiscal  1978,  however,  that  problem  did  not  exist  so 
that  more  attention  was  placed  on  the  final  rate  backlog.    This  effort  was 
somewhat  hampered  by  the  necessity  of  recertifying  interim  rates,  effective 
January  1,  1978,  to  compensate  for  the  federally -mandated  increase  in  minimum 
wages.     Because  of  the  legislative  seven  percent  ceiling  mentioned  above,  many 
rates  had  to  be  reestablished  still  another  time.     Below  is  an  analysis  of  the 
Bureau's  activity  for  the  last  two  fiscal  years. 
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Administrative  Improvements 

During  Fiscal  1978,  as  a  result  of  a  regulation  change  in  the  formula 
for  the  Administration  and  Policy  Planning  Allowance,  a  schedule  was  prepared 
to  allow  the  staff  to  know  the  exact  per  diem  Administration  Allowance  with- 
out making  several  computations  as  was  previously  required.    Also,  Data  Pro- 
cessing printouts  were  made  available  to  the  staff  which  provided  an  alpha- 
betical listing  of  providers  and  indicated  the  per  diem  nursing  and  variable 
cost  experience  of  each  as  compared  with  the  facilities  per  group.     Since  only 
11*  of  all  providers  actually  have  costs  adjusted  on  the  basis  of  the  reason- 
ableness test  of  one  standard  deviation  above  the  mean,  the  vast  majority  (89$) 
now  require  no  special  computation  for  this  purpose  and  can  be  quickly  iden- 
tified by  the  staff.    This  eliminates  about  ten  (10)  special  postings  and  cal- 
culations from  the  rate  computations  of  89%  of  the  providers.    Both  of  these 
administrative  changes  served  to  accelerate  rate  productivity. 

Another  change  was  made  which  did  not  accelerate  productivity  but  estab- 
lished a  fairer  system  of  rate  calculation.    Beginning  with  the  receipts  of 
the  1977  cost  reports,  a  system  of  establishing  interim  rates  by  order  of 
receipt  was  established  so  that,  in  broad  categories,  the  providers  that  filed 
first  received  their  interim  rates  first.    This  caused  an  additional  adminis- 
trative burden  on  the  Commission  but  created  a  much  fairer  system  for  providers. 

Fraud  and  Abuse 

During  the  fiscal  year,  two  senior  accountants,  or  their  equivalent,  were 
on  loan  to  the  Attorney  General's  Task  Force  on  Nursing  Home  Fraud  and  Abuse. 
This  was  a  tremendous  commitment  of  the  Bureau's  relatively  small  audit  staff 
(15).     During  the  year,  criminal  indictments  were  obtained  on  four  {h)  nursing 
home  owners  involving  twenty  (20)  facilities.    One  of  these  providers  was  sen- 
tenced to  prison,  another  has  since  pleaded  guilty  and  given  a  suspended  sen- 
tence.   The  other  two  are  awaiting  trial.    All  of  these  actions  involved  the 
Rate  Setting  Commission  cost  reports  and  the  technical  aspects  of  the  cases 
were  developed  by  the  Commission's  Long  Term  Care  Bureau  staff. 
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Post  Audit 


The  Legislative  Committee  on  Post  Audit  and  Oversight,  in  response  to  the 
urgings  of  the  Massachusetts  Federation  of  Nursing  Homes,  conducted  an  inquiry 
into  three  areas  of  the  Bureau  of  Long  Term  Care.     The  areas  of  concern  were 
the  elimination  of  a  step-up  in  basis  on  the  occasion  of  the  sale  of  a  nursing 
home,  the  application  of  negative  as  well  as  positive  equity  and  the  failure 
of  the  Commission  to  set  rates  timely.     Beginning  in  October  of  1977,  the 
Bureau  staff  provided  voluminous  statistics  and  other  data  to  the  Post  Audit 
Bureau  to  facilitate  that  inquiry.     On  June  2,  1978,  a  public  hearing  was  held 
at  which  both  the  Commission  and  the  Federation  expressed  their  positions.  In 
brief  summary,  the  elimination  of  a  step-up  of  basis  for  nursing  home  sales 
was  done  to  eliminate  an  abuse  which  was  costing  the  Commonwealth's  taxpayers 
many  millions  of  dollars  with  no  benefit  to  patient  care.     After  considerable 
study,  the  Commission  is  considering  a  modification  of  that  position  but  only 
in  conjunction  with  the  implementation  of  other  provisions  which  will  guarantee 
that  the  emphasis  of  reimbursement  be  on  patient  care  rather  than  real  estate 
and  mortgage  interest.     The  application  of  negative  equity  was  the  logical  ex- 
tension of  a  regulation  provision  which  has  been  in  effect  for  ten  years  but 
would  now  inspire  nursing  home  owners  to  return  funds  to  their  business.  The 
Commission  observed  a  modest  but  clear  trend  of  returning  such  funds  by  pro- 
viders during  the  fiscal  year.    The  perennial  backlog  of  setting  rates  which 
had  peaked  at  Z%  years  was  brought  down  to  less  than  six  months  during  the 
fiscal  year.    The  Post  Audit  Committee  was  advised  that  this  task  was  made  more 
difficult  by  the  inability  of  nursing  homes  to  file  cost  reports  timely  and  the 
voluminous  requests  by  providers  to  have  their  final  rates  deferred. 
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C.  &  D.       Bureau  of  Community  and  Non-Institutional  Services 


Director:    Joel  M.  Abrams 

The  Bureau  of  Community  and  Non-Institutional  Services 
establishes  rates  for  health  and  health  support  services  which  are 
provided,  for  the  most  part,  in  non-institutional  settings  or  which  rep- 
resent the  medical  and  surgical  component  within  institutions.  These 
include  organized  ambulatory  health  care  services  in  free-standing 
(non-hospital)  settings,  individual  medical  and  other  surgical  services 
(e.g.  physicians,  dentists  and  private  duty  nurses),  alternative  extended 
care  services  (e.g.  home  health,  homemaker),  supplemental  health  services 
(e.g.  ambulances  and  laboratories)  and  retail  medical  suppliers  (e.g.  pharm- 
acies and  durable  medical  equipment).    In  general  the  work  of  this  bureau 
is  directed  toward  services  which  either  supplement  or  serve  as  alterna- 
tives to  inpatient  hospital  and  nursing  home  care.    It,  therefore,  involves 
a  variety  of  provider  categories  to  which  a  variety  of  rate  setting  policies 
and  methods  must  be  applied.    For  example,  rates  for  community  health  centers 
are  cost-based,  while  physician  fees  are  based  on  an  adaptation  of  usual 
and  customary  charges.    (Costs  for  such  services  are  not  available  currently. 
Future  plans  call  for  the  investigation  of  a  relative  value  system  which 
will  incorporate  cost  data  in  the  determination  of  physician  fees.)  Another 
example  is  the  need  to  distinguish  between  flat  and  individual  rates  for 
different  provider  categories. 

The  bureau  establishes  rates  for  publicly-assisted  and  industrial 
accident  patients,  reviews  contracts  between  Blue  Cross  of  Massachusetts 
and  various  providers  including  health  maintenance  organizations  (HMO's), 
pharmacies,  mental  health  centers,  drug  treatment  facilities  and  others, 
and  participates  in  the  review  of  contracts  between  governmental  units 
of  the  Commonwealth  and  certain  health  care  providers  for  recommended 
approval  or  disapproval  of  the  rates  contained  therein. 

The  bureau  of  Community  and  Non-Institutional  Services  is  the  result 
of  a  merger  between  the  Bureau  of  Community  and  Home  Health  Agencies  and 
the  Bureau  of  Non-Institutional  Medical  Providers.    This  merger  which  was 
based  on  recommendation  of  the  Governor's  Management  Task  Force,  became 
effective  on  July  1,  1977.    The  merger  consolidated  rate  setting  responsib- 
ility for  the  class  of  providers  described  below  as  community  services  with 
the  class  described  as  non-institutional  services. 

Community  Services 

This  class  consists  of  a  diverse  group  of  health  care  providers, 
all  of  which  operate  as  organizations  whose  primary  objectives  include  the 
delivery  of  care  in  community  settings.    The  emphasis  for  services  provided 
by  these  agencies  is  on  ambulatory  and  home  health  care,  both  of  which  serve 
as  alternatives  to  inpatient  hospital  or  nursing  home  services. 
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Community  services  include  visiting  nurse  associations, 
homemaker  agencies,  neighborhood  health  centers,  health  maintenance  organ- 
izations, detoxification    and  rehabilitation  programs,  family  planning, 
abortion  and  sterilization  services,  free  standing  mental  health  programs, 
psychiatric  day  treatment  programs,  adult  day  services,  outpatient  tuber- 
culosis clinics,  and  independent  living  programs  providing  health  support 
services  to  severely  handicapped  persons. 

As  might  be  expected,  the  organizations  delivering  community-based 
care  are  usually  less  complex,  both  fiscally  and  physically,  than  hospitals 
or  nursing  homes.    Often  they  are  relatively  new  programs  that  were  developed 
and  nurtured  under  the  innovative  federal  funding  that  characterized  the 
federal  anti-poverty  programs  in  the  1960's,  or  are  organizations  that 
traditionally  delivered  charitable  care  without  concern  for  direct  cost 
reimbursement.    These  organizations  are  now  funded  through  a  variety  of 
sources,  including  federal  and  local  grants,  third  party  reimbursement, 
and  private  payments.    In  many  cases  they  find  themselves  subject  to  de- 
manding regulatory  controls  including  requirements  for  reporting  detailed 
cost  data  in  order  to  realize  reimbursement  for  their  services. 

The  primary  goal  of  the  bureau  with  respect  to  these  providers  is  to 
develop  regulatory  mechanisms  which  support  the  development  of  community- 
based  health  care  and  innovative  health  programs  while  emphasizing  the  need 
for  fiscal  responsibility.    The  variety  of  provider  types  representing  varyim 
degrees  of  fiscal  skills,  management  expertise,  and  program  innovation  re- 
quires flexible  and  varying  approaches  to  reimbursement  policy. 

For  example,  some  neighborhood  health  centers  have  been  historically 
tied  to  substantial  categorical  funding  from  a  number  of  federal  agencies 
interested  in  promoting  comprehensive  health  care  in  medical ly-underserved 
communities.    Although  one  requirement  attached  to  such  funding  was  the 
development  of  sound  management  practices  and  fiscal  accountability,  the 
reality  has  been  that  such  skills  continue  to  require  refinement  in  a 
number  of  cases. 

Similarly,  visiting  nurse  associations  and  their  boards  have  tradition- 
ally been  operating  with  scant  attention  to  rigorous  management  and  fiscal 
accountability,  since  they  were  organized  under  various  funding  mechanisms 
primarily  to  deliver  free  care.    The  necessity  to  generate  revenues  through 
reimbursement  mechanisms  is  new  to  these  programs  and  the  accompanying  manage- 
ment and  informational  requirements  of  the  Commission  are  understandably 
problematic.  Therefore,  reimbursement  policy  must  be  developed  in  this 
context. 

There  are  many  models  for  reimbursement  policy  for  this  class  of 
providers,  each  having  been  developed  and  adapted  to  meet  the  specific 
needs  of  the  different  providers  and  state  purchasing  agencies.    In  general, 
however,  the  rates  are  prospective  in  nature  in  that  they  are  paid  for  the 
period  ahead  and  are  considered  as  final  payments  for  services  rendered. 
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The  rates,  where  possible,  are  based  on  historic  cost  data  with  an 
adjustment  for  inflation  at  the  discretion  of  the  Commission.  Where 
historical  cost  data  is  not  available,  budgeted  information  is  used. 
The  decision  to  use  an  individual  cost-based  reimbursement  method  or 
a  flat  rate  reimbursement  method  for  each  service  group  in  the  class 
of  community  and  home  health  agencies  is  based  on  the  following  crit- 
eria:   (1)    the  availability  of  cost  data;  (2)  a  judgment  of  the  manage- 
ment skills  of  providers  to  control  costs;  and  (3)  the  need  for  effic- 
iency incentives. 

The  flat,  or  class  rate,  is  so-called  because  it  is  a  single  rate 
applied  to  a  general  group  of  providers  regardless  of  their  individual 
costs.  It  is  usually  determined  by  averaging  the  costs  of  all  the  pro- 
viders within  the  general  grouping.  The  rate  based  on  costs  is  estab- 
lished on  an  individual  provider  basis  after  determining  the  allowable 
costs  of  the  providers. 

Both  types  of  rates  are  unit-based,  so  that  the  total  costs  related 
to  the  provision  of  a  service  are  divided  by  the  total  units  of  service 
in  a  given  period,  in  order  to  determine  the  unit  costs  for  that  period. 
The  unit  of  service  may  be  an  encounter,  a  session,  or  a  day. 

The  groups  within  the  class  of  community  agencies  that  are  reimbursed 
through  the  flat  rate  methodology  include  community  health  centers,  free- 
standing mental  health  clinics,  mental  health  services  rendered  at  neigh- 
borhood health  centers,  outpatient  tuberculosis  clinics,  abortion  and 
sterilization  clinics,  adult  day  care  programs,  and  rehabilitation  clinics. 
A  change  to  individual  rates  will  however  be  implemented  to  community  health 
centers  and,  possibly,  several  others  during  F.Y.  1979. 

The  groups  within  the  class  of  community  and  home  health  agencies 
that  are  reimbursed  through  the  individual  cost-based  methodology  include 
home  health  agencies  and  health  support  services  for  severely  handicapped 
persons  in  independent  living  programs. 

During  fiscal  year  1978  the  bureau  gave  continued  attention  to  the 
cost  based  reimbursement  methodology  applied  to  home  health  care  as  a 
part  of  a  larger  state  effort  to  expand  the  use  of  home  health  care  as 
an  alternative  to  institutional  care. 

In  Massachusetts  there  are  over  140  visiting  nurse  agencies  (VNA's) 
which  are  certified  for  reimbursement  by  Titles  XIX  and  XX.    Among  these 
agencies  there  exists  a  wide  range  of  total  as  well  as  unit  costs  such  as 
per  nursing  visit  or  per  home  health  aide  hour  costs.    While  these  wide 
variations  can,  in  most  cases,  be  traced  to  known  factors  such  as  differ- 
ences in  a)  number  of  visits  per  nurse;  b)  supervisor-nurse  ratios;  and 
c)  salary  levels  for  equivalent  personnel,  it  is  not  always  clear  that  such 
differences  are  justified. 

The  Commission  has  developed  a  system  which  reimburses  each  home  health 
agency  for  its  individual  allowable  costs  rather  than  paying  a  flat  or  aver- 
age rate.    At  the  same  time,  there  is  control  over  the  amount  such  allowable 
costs  can  increase  from  year  to  year  through  the  imposition  of  maximum  infla- 
tion percentages  on  the  previous  year's  allowable  costs.    These  percentages 
are  derived  from  National  League  of  Nursing's  salary  data  as  well  as 
from  selected  consumer  price  index  data.    In  calculating  the  rate  the  Commission 
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allows  for  projected  costs  by  applying  the  inflation  factor  for  two  years 
to  the  unit  costs  representing  the  agencies  most  recently  completed 
fiscal  year.    Application  of  the  inflation  factor  to  unit  costs  keeps 
the  utilization  factor  constant  from  year  to  year  within  each  agency. 
The  rates  are  prospective  in  that  they  are  intended  to  reflect  and 
reimburse  full  reasonable  costs  for  the  services  provided  in  the  pro- 
jected period.    Finally,  the  rates  reflect  the  lower  of  allowable 
costs  or  charges. 

During  fiscal  year  1978  the  bureau  continued  its  project  to 
determine  new  approaches  to  reimbursement  for  home  health  agencies 
that  would  emphasize  productivity  and  staffing  standards,  as  well  as 
patient  characteristics. 

As  part  of  the  Commission's  responsibility  for  approving  contracts 
between  Blue  Cross  of  Massachusetts,  Inc.  and  participating  hospitals, 
the  bureau  is  charged  with  the  review  of  such  contracts  when  capitation 
payments  have  been  developed  for  health  maintenance  organizations  (HMO's). 


Other  contract  approval  responsibility  is  mandated  for  capitation  rates 
established  in  agreements  between  the  Department  of  Public  Welfare  and  the 
HMO's.    The  general  policy  for  approving  such  contracts  is  to  examine  the 
actuarial  assumptions,  including,  but  not  limited  to,  those  of  hospital 
inflation,  hospital  and  medical  costs,  and  enrollee  activity,  on  which 
capitation  rates  are  based,  as  well  as  the  terms  of  the  agreements. 

The  object  in  the  contract  review  and  approval  policies,  as  well 
as  in  reimbursement  policies,  is  to  control  inflationary  expenditures 
for  health  services  and  health  support  while  recognizing  the  need  to 
maintain  high  quality  services. 

Non-Institutional  Services 

This  class  of  providers  consists  primarily  of  individual  practitioners 
in  contrast  to  organized  providers  like  nursing  homes  and  hospitals,  or 
community  agencies.    These  include  physicians  and  surgeons,  radiologists, 
dentists,  audiologists ,  pharmacists,  psychologists,  private  duty  nurses, 
chiropractors,  other  specialized  practitioners,  and  suppliers  of  medical 
equipment  and  supplies  such  as  orthotics,  prosthetics,  drugs,  wheelchairs, 
and  other  durable  medical  equipment. 

Because  of  the  large  numbers  of  persons  who  comprise  each  of  these 
particular  groups,  and  because  the  services  of  these  providers  tend  to 
be  somewhat  uniform  regardless  of  where  they  are  rendered  or  by  whom, 
the  regulations  governing  their  reimbursement  most  often  specify  class 
rates,  rather  than  individual  determined  rates. 

In  the  development  of  its  proposed  regulations  governing  rates  of 
payment,  the  bureau  reviews  and  takes  into  consideration  reports  of 
costs  and/or  charges  prepared  by  provider  organizations,  third  party 
payors,  and  governmental  agencies.    When  such  reports  are  not  available, 
the  bureau  will  frequently  design,  develop  and  implement  its  own  studies. 
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Throughout  this  process,  free  and  open  discussions  with  governmental 
purchasing  agencies  and  providers  is  encouraged.    In  addition  to  costs 
and  charges,  the  availability  and  utilization  of  services  are  major 
considerations . 

The  class  of  non-institutional  medical  providers  can  be  further 
broken  down  into  two  sub-categories:    providers  of  strictly  professional 
services  and  providers  of  combined  professional  services  and  products. 
In  the  case  of  the  former  (physicians,  surgeons,  dentists,  etc.)  the 
rates  are  generally  developed  from  charge  information  developed  from 
Commission  surveys  or  other  available  data.    In  developing  an  approp- 
riate fee  level,  the  Commission  considers  both  prevailing  charges 
and  difficulties  encountered  by  public  assistance  or  workmen's  comp- 
ensation patients  in  receiving  services.    It  is  the  balancing  between 
these  two  considerations  which  produces  fair,  reasonable  and  adequate 
rates. 

In  general,  the  Commission  prefers  to  develop  professional  fees 
on  the  basis  of  costs  associated  with  the  provision  of  service,  including 
appropriate  recognition  of  professional  training.    However,  for  many  non- 
institutional  providers  of  strictly  professional  services,  such  information 
is  currently  not  available.    An  exception  is  ambulance  services,  the  rates 
for  which  are  based  on  a  survey  of  provider  costs  rather  than  charges. 

In  the  case  of  providers  who  supply  a  combination  of  professional 
services  and  products  (pharmacies,  prosthetists ,  orthotists,  etc.)  the 
rates  generally  reflect  the  costs  of  the  product  plus  a  mark-up,  or, 
in  the  case  of  pharmacists,  a  dispensing  fee.  The  mark-up  is  intended 
to  cover  both  overhead  and  some  margin  for  profit  and  is  generally  re- 
lated to  industry  practices. 

Again,  the  Commission  prefers  to  determine  actual  costs  to  establish 
the  mark-up,  to  the  extent  such  information  can  reasonably  be  obtained. 
In  fiscal  year  1978,  the  Commission    completed  a  survey  of  pharmacy  over- 
head costs  to  determine  an  appropriate  dispensing  fee  level.  Similar 
studies  were  begun  to  determine  fees  for  ambulance  services  and  independ- 
ent clinical  laboratories. 

The  merger  which  resulted  in  the  current  bureau  structure  has  had 
the  effect  of  coordinating  annual  reviews  of  rates  which  are  established 
for  similar  services  but  which  may  be  in  different  regulations  because 
of  different  provider  settings,  (e.g.  primary  care  services  in  community 
health  centers  and  in  physicians'  offices).    Identifying  areas  which  re- 
quire this  coordination,  and  planning  the  annual  review  cycle  for  these 
regulations,  has  been  a  major  priority  of  the  new  bureau  in  1978.  The 
efficient  use  of  staff  resources,  which  has  eliminated  overlapping  and 
inconsistent  policy  between  the  two  formally  separate  bureaus  has  also 
been  a  benefit  resulting  from  this  coordination. 
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The  major  bureau  projects  and  activities  during  F.Y.  1978  included 
the  following: 

a)  Analysis  and  implementation  of  the  pharmacy  survey  which  will 
be  used  to  establish  a  cost  based  dispensing  fee.    This  will  be  com- 
bined with  the  development  of  ingredient  cost  reimbursement  mandated 
by  federal  regulations,  which  require  that  such  reimbursement  reflect 
estimated  acquisition  costs  (EAC)  to  pharmacists. 

b)  Promulgation  of  a  regulation  establishing  rates  for  homemakers 
and  home  health  aides.    This  represents  the  Rate  Setting  Commission's 
initial  regulatory  involvement  with  the  Department  of  Elder  Affairs, 
and  home  care  corporations. 

c)  Development  of  proposed  regulations  (to  be  promulgated  in 
F.Y.  1979)  establishing  individual  cost  based  rates  for  community 
health  centers. 

d)  Development  of  a  cost  reporting  system  for  outpatient  mental 
health  services.    These  forms  have  been  sent  to  the  partnership  clinics 
and  will  serve  as  a  basis  for  cost  based  rates  in  the  future. 

e)  Implementation  of  a  psychiatric  day  treatment  survey  establishing 
a  cost  basis  for  reimbursement  to  these  programs. 

f)  Participation  in  interagency  task  forces  and  committees  including 

1)  HMO  Task  Force 

2)  Adult  Day  Treatment 

3)  Psychiatric  Day  Treatment 

4)  Mental  Health  Cost  Reporting 

5)  Ambulatory  Care  Subcommittee 

Of  these, the  Ambulatory  Care  Subcommittee  should  receive  particular 
notice.    It  is  under  the  auspicesof  this  subcommittee  of  the  Health 
Policy  Group.    That  the  bureau  has  begun  a  major  effort  to  examine, 
among  others, the  reimbursement  issues  affecting  hospital  based  ambulatory 
care.    The  results  of  these  efforts  should  be  some  significant  improve- 
ments in  identifying  the  real  cost  of  such  care,  its  relationship  to  costs 
for  similar  care  in  other  settings,  its  relationship  to  a  fair  rate 
structure  and  its  relationship  to  the  determination  of  need  process. 

g)  Development  of  survey  for  revision  of  physician  and  dental 

fees. 

h)  Promulgation  of  the  revised  regulation  for  family  planning 
services. 

i)  Promulgation  of  a  revised  regulation  for  restorative  services. 

j)    Promulgation  of  a  revised  regulation  for  durable  medical 
equipment. 
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k)    Promulgation  of  a  revised  regulation  for  psychology  services. 

A  primary  objective  of  the  merged  bureau  is  to  develop  reimbursement 
policy  which  increasingly  recognizes  the  desirability  of  substituting 
primary  care  for  specialty  care  and  ambulatory  care  for  inpatient  care. 
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E.    EDUCATIONAL  AND  SOCIAL  SERVICES 


Durinq  fiscal  year  1978,  the  Commission's  rate  settinq  jurisdiction  over 
this  class  of  providers  included  rates  for  all  governmental  purchases  of  social 
and  educational  services.    Because  of  the  larqe  volume  of  individual  pronrams 
encompassed  by  this  jurisdiction,  educational  and  social  service  providers  were 
divided  into  two  classes:    those  over  which  the  Commission  had  jurisdiction  pria 
to  July  1,  1975,  plus  proqrams  eligible  for  participation  under  Chapter  76G 
(the  Special  Education  Law);  and  all  other  proaram  rates  for  which  the  Com- 
mission had  not  previously  had  responsibility. 

The  first  group  is  handled  by  the  Bureau  of  Educational  and  Social  Services 
the  second  by  the  Administrative  Services  Personnel. 

(1)    Programs  for  which  the  Commission  had  .iurisidiction  prior  to  July  1, 
1975,  plus  Chapter  766  proqrams. 

Responsibilities 

The  Bureau  of  Educational  and  Social  Services  develops  rates  of  reimburse- 
ment for  social  and  educational  proqrams  purchased  by  various  qovernmental  units 
These  proqrams  presently  include  services  rendered  to  children  with  special 
needs,  residential  proqrams  purchased  by  the  Department  of  Youth  Services,  pro- 
nrams purchased  under  Chapter  766  -  the  special  education  law,  the  day  care  pro-, 
grams. 

Services  rendered  by  this  group  of  providers  is  so  varied,  a  common  denomi- 
nator has  been  established  for  rate  setting  purposes.    Rather  than  establishinn 
class  rates  for  each  of  the  service-types  rendered,  rate  settinq  methods  have 
been  established  to  reflect  the  common  denominator  amonq  what  appear  to  be  very 
different  programs. 

The  common  denominators  do  not  reflect  types  of  services  provided  but  re- 
flect the  purchasing  situations  represented  by  the  service  or  proqram.  Thus, 
three  requlations  reflecting  the  common  purchasing  situations  for  these  programs! 
were  developed  with  a  reimbursement  methodology' tailored  to  these  models,  the 
Commission  classifies  the  many  child-care  programs  purchased  by  the  Commonwealth 
into  the  following  three  program  models: 

Approx.  # 

Program  Model  Rate  Settino  Commission  Regulation  Providers 

Accommodations  Programs  114.4  CMR  2.00  (formerly  14  CHSR  500)  10 

Standard  Purchase  Programs  114.4  CMR  3.00  (formerly  14  CHSR  501)  250 

Provider  Sub-Purchase  Programs    114.4  CMR  4.00  (formerly  14  CHSR  502)  50 

Accommodations  Programs  Regulation 

The  common  denominator  between  shelter  care  programs,  halfway  houses,  in- 
tensive security  settings,  and  detention/recention  facilities  is  the  difficulty 
in  controllinq    ^"lization  of  the  proqrams  for  both  the  provider  and  the  pur- 
chasing state  c.  ncy. 
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Each  program's  rate  is  individual ly  computed  based  on  the  costs  of  slots 
or  units  of  accommodation  that  the  proqram  has  made  available  to  be  used  as  needed 
by  the  state  purchasinq  aqency. 

The  rate  settinq  methodoloqy  for  accommodations  nroqrams  considers  allow- 
able and  reasonable  Droqram  costs  either  on  a  historical  basis  (for  established 
pronrams)  or  on  a  budoet-prospecti ve  basis  (for  new  proqrams  without  historical 
cost  information).    When  budqets  are  used,  they  are  prepared  by  the  provider 
conjunction  with  the  purchasinq  state  aqency.    For  established  nroqrams,  a  cost 
of  livino  factor  may  be  added  to  the  allowed  proqram  costs  that  will  be  reimbursed 
by  the  Commonwealth. 

The  rate  is  computed  on  a  per  accommodation  (space,  bed,  slot,  or  whatever 
is  anpronriate)  per  unit  of  time  basis.    Income  received  by  the  provider  that 
is  available  to  supplement  proqram  operating  expenses  is  not  taken  into  con- 
sideration in  the  computation  of  rates  for  this  proqram  qroup,  as  it  is  with 
some  other  proaram  groups.    Further,  the  state  purchasinq  aqencies  utilizing 
the  services  of  a  program  of  this  group  are  directed  to  reimburse  the  proqram 
at  a  lov/er  amount  if  there  1s  program  under-util ization.    The  utilization  factor 
for  a  new  program  is  60%  and  for  an  established  program  80%. 

Standard  Purchase  Programs  Regulation 

Unlike  the  accommodations  programs  where  a  provider  cannot  anticpate  how 
many  people  will  be  serviced  or  for  how  long,  the  common  denominator  of  stand- 
ard purchase  proqrams  is  the  extended  presence  of  a  relatively  stable  number 
of  publicly-aided  individuals  within  the  program  facility. 

The  majority  of  programs  currently  purchased  by  the  Commonweal th  in  the 
areas  of  educational  and  social  services  are  classified  by  the  Commission  as 
standard  purchase  programs.    Programs  of  this  type  include:    day  or  residential 
schools  and  treatment  centers,  qroun  homes,  some  half-way  houses,  and  camps. 

Costs  (actual  or  projected)  for  standard  purchase  proorams  are  reviewed  and 
may  be  adjusted  to  eliminate  those  costs  specifically  excluded  by  the  reoulation 
(114.4  CMR  3.00)  and  by  those  which  are  considered  unnecessary  or  unreasonable. 
An  amount  representing  inflation  is  then  added  to  these  costs  and  that  total  is 
reduced  by  unrestricted  income,  if  appropriate.    This  total  adjusted  reimbursable 
program  cost  is  then  divided  by  actual  or  projected  utilization  with  an  85%  util- 
ization factor  applied  to  program  operational  capacity  (75%,  is  used  for  small 
proqrams).    If  actual  or  projected  utilization  is  higher  than  this  percentage, 
the  higher  amount  becomes  the  divisor.    Thus,  in  general,  rates  are  determined 
indivdually  based  on  allowable  program  costs,  as  defined  within  Rate  Setting 
Commission  Regulation  114.4  CMR  3.00.  and  on  programmatical  matters  affecting 
costs  in  conjunction  with  the  state  purchasing  agency. 

Limiting  factors  to  the  rate  are  charges  to  the  general  public  and  the 
reguested  rate  itself,  since  charges  to  the  Commonwealth  cannot  be  greater  than 
charges  to  the  general  public. 
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In  certain  cases  a  proqram  rate  may  be  approved  without  extensive  financial 
review  if,  for  example,  there  are  few  Commonwealth  publicly-aided  individuals 
enrolled  within  the  proqram  and  the  charqe  is  considered  to  be  qenerally  reason- 
able. 

For  the  most  part,  however,  standard  purchase  proqrams  receive  scrutiny 
throuqh  the  cost  reports  required  by  the  Commission.    To  a  larne  extent,  in- 
denth  knowledqe  about  the  operations  of  a  pronram  includinq  fiscal  operations, 
must  come  from  the  purchasinq  aqencies  which  have  more  continuous  deal  inn  with 
the  providers. 

Provider  Sub  Purchase  Proqrams  Regulation 

These  programs  involve  an  operation  in  which  the  provider  is  doing  the  co- 
ordination and  administration  while  possibly  sub-contractinq  with  other  parties 
for  services  it  will  render  to  the  Common wealth's  publicly-assisted  persons. 

The  Commission,  therefore,  developed  a  rate  settinq  methodoloqy  to  take 
into  account  the  various  parties  involved  in  this  kind  of  operation.    The  method- 
oloqy is  contained  in  the  Commission's  Regulation  114.4  CMR  4.00,  which  qoverns 
providers  who  operate  family  day  care  systems,  foster  care  systems,  hot  lines, 
drop-in  centers,  or  other  programs  where  there  are  overhead  expenses  generated 
to  accomplish  an  objective,  for  example,  a  service  to  place  persons  within  family 
day  care  settings. 

There  is  always  a  rate  which  the  Commission  calls  the  central  operatinq 
rate.    It  reflects  the  overhead  expenses  necessary  to  perform  the  program  ob- 
jective.   This  rate  is  stated  on  a  yearly  basis  as  a  flat  sum  that  may  or  may 
not  relate  to  program  performance  or  utilization.    This  rate  is  determined 
on  the  basis  of  allowable  or  reasonable  costs  historically  (for  established  pro- 
grams) or  by  budget  review  (for  new  programs).    A  cost  of  living  factor  is  added 
to  the  historical  allowable  costs.    Other  unrestricted  income  received  by  the 
provider  from  other  sources  which  is  available  for  care  is  a  factor  which  reduces 
central  operating  rate. 

Where  the  provider  must  purchase  services  from  a  third  party  provider,  this 
charge  to  the  provider  is  approved  as  a  sub-unit  rate  for  a  service  item.  It 
may  be  expressed  as  a  per  diem  rate  as  used  for  foster  care  or  family  day  care 
or  as  any  appropriate  service  charge. 

Where  the  central  operatinq  rate  can  be  tied  to  performance  objectives; 
i.e.,  placinq  and  servicing  twenty  children  within  foster  homes  in  two  months, 
this  results  in  the  expected  performance  of  the  provider  for  a  certain  time  peri- 
od.   If  this  measurement  of  performance  exists  within  the  program  model,  reim- 
bursement is  based  upon  this  expected  performance  by  application  of  a  utilization 
factor.    The  purchasing  state  agency  is  then  directed  to  reimburse  the  provider 
in  accordance  with  this  utilization  factor  (80%  for  established  programs  and  60% 
for  new  programs).    Under-utilization  would  only  affect  payment  of  the  central 
operating  rate. 

Where  ther        no  realistic  fiscal  measurement  of  proqram  performance  or 
program  utilization;  i.e.,  hot  lines  or  drop-in  centers,  the  utilization  factor 
is  not  applied. 
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Day  Care  Centers  Regulation 


A  model  of  reimbursement  was  develoned  for  one  service  type  of  provider 
within  the  class  of  educational  and  social  services.    This  model  is  described  in 
Commission  Regulation  14  CHSR  503  governing  rates  of  payment  to  providers  who 
operate  day  care  proarams  within  day  care  facilities.    The  programs  are  broken 
down  into  four  classifications  for  rate  purposes:    infant,  toddler,  nre-school , 
and  school -age,  and  the  rate  determination  method  of  the  regulation  produces  max- 
imum allowable  rates.    The  number  of  providers  served  number  over  350. 

The  maximum  allowable  rates  act  as  limits  for  payment  by  the  Commonwealth, 
but  allow  for  the  purchasing  agency  to  neqotiate  rates  to  be  paid  the  provider 
within  the  limitations.    The  rate  is  reviewed  by  the  purchasing  aqency  directly 
by  examination  of  program  costs  with  the  provider  present.    The  rate  so  nego- 
tiated is  reviewed  and  approved  by  the  Commission  if  it  is  within  the  maximum 
rate  limitations  set  forth  within  the  regulation. 

In  all  cases,  the  above  reimbursement  systems  have  been  developed  to  be 
responsive  to  the  particular  circumstances  of  a  program  type  and  the  administra- 
tive needs  of  the  purchasing  agencies. 

Prospective  System  of  Reimbursement 

A  prospective  system  of  reimbursement  has  evolved  within  the  bureau  and 
its    major  cost  review  regulations  (Accommodations,  Standard  Purchase  and  Pro- 
vider Sub-Purchase).    This  is  to  say  that  historical  cost  information  for  a 
particular  year  is  used  as  the  basis  for  the  determination  (computation)  of  pro- 
gram rates  to  be  effective  for  the  year  ahead.    For  example,  we  recently  accomp- 
lished a  mailing  to  our  educational  and  social  service  providers  of  the  RSC  500 
cost  reporting  forms  so  they  may  document  program  costs  for  their  year  ending 
June  30,  1973.    This  information  when  received  this  fall  (October,  1978)  will 
serve  as  the  basis  for  new  program  rates  which  will  then  be  effective  as  of 
July  1,  1979  (F.Y.80). 

This  prospective  system  where  rates  are  known  prior  to  the  rate  year  was 
developed  to  disseminate  appropriate  expenditure  (budget)  information  to  the 
purchasing  Commonwealth  departments  (including  the  cities  and  towns  under  Chapter 
766)  and  income  (budget)  information  to  the  providers  of  educational  and  social 
services  programs. 

(2)    Programs  for  which  the  Commission  received  jurisdiction  on  July  1, 

1975. 

Agencies  of  the  Commonwealth  contract  under  a  variety  of  funding  sources  for 
services  provided  to  publicly-aided  persons.    The  Rate  Setting  Commission  promul- 
gated two  regulations  governing  rate  approval  for  contracted  services  under  its 
jurisdiction  as  of  July  1,  1975: 

(a)  14  CHSR  601-Rates  for  Certain  Social,  Educational,  and  Rehabilitative 
Services 

and 

(b)  14  CHSR  602-Rates  for  Certain  Health  Care  Services. 
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Under  these  requlations,  the  Bureau  of  Administrative  Services  Staff  review 
all  contracts  for  conformance  with  existino  Commission  requlations,  where 
applicable,  and  examines  budqeted  costs  for  reasonableness.    On  occassion  it 
may  ask  the  purchasinq  state  aaency  for  additional  cost  information  to  justify 
the  rate(s)  under  contract.    As  in  rate  reviews  done  by  the  Bureau  of  Educational 
and  Social  Services,  because  of  limited  staff  size  there  is  substantial  coordi- 
nation with  the  purchasinq  and  requlatory  state  aqencies  in  the  qatherinn  and 
verification  of  cost  data. 

The  Commission,  actinq  on  staff  recommendations,  approves  or  disapproves 
the  rate(s)  under  contract  as  submitted  or  as  adjusted  by  staff.    The  same 
applies  to  the  dollar  amount  of  the  maximum  obliqation  of  the  purchasinq  state 
aqencies  under  the  contract.    After  Commission  action  on  a  qiven  contract,  it 
is  forwarded  (alonq  with  any  AF-4  forms)  to  the  State  Comptroller's  Office, 
where  the  rate  becomes  effective  upon  the  date  of  receipt. 
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III.    OTHER  SIGNIFICANT  COMMISSION  ACTIVITIES 


FEDERAL  CONTRACT  FOR  THE  DEVELOPMENT  OF  A  PROSPECTIVE  BUDGET  APPROVAL 

PROGRAM  FOR  HOSPITALS 


INTRODUCTION 

On  September  30,  1976  the  Rate  Setting  Commission  was  awarded  a  con- 
tract by  the  Social  Security  Administration  (the  contract  is  now  under  the 
Health  Care  Financing  Administration)  to  carry  out  developmental  research 
on  prospective  hospital  budget  approval  and  cost  containment.    The  RSC  - 
Federal  Contract  was  designed  to  proceed  in  several  phases: 

-  systems  and  project  review  and  data  determination 

-  data  base  and  research  methods  development 

-  initial  methodology  development  and  evaluation 

-  final  budget  approval  system  methodology  development 

-  system  development  and  preparation  for  implementation 

Work  on  the  contract  began  December  1,  1976.    During  the  time  encom- 
passed by  this  Annual  Report  major  progress  was  made  on  the  second  and  third 
phases  of  the  contract. 

1 .  Data  Base 

The  data  base  required  for  the  major  project  research  activities  was 
completed  along  with  the  requisite  documentation.    The  computerized  data  base 
includes  not  only  hospital  cost,  revenue  and  statistical  information  for  all 
of  the  acute  care  facilities  in  Massachusetts,  but  also  physician,  patient 
diagnostic,  and  census  data.    Significant  data  comparability  problems  were 
encountered  during  this  developmental  period  which  prompted  project  staff  to 
begin  development  of  a  Massachusetts  Hospital  Reporting  Manual.    Staff  worked 
closely  with  staff  of  the  Bureau  of  Hospitals  and  industry  representatives  in 
finalizing  and  promulgating  the  manual.    Annual  updating  of  the  data  base  has 
continued  to  be  a  major  task  within  the  project  and  will  be  transferred  to 
the  Bureau  of  Hospitals  upon  expiration  of  the  current  contract. 

2.  Cost  and  Revenue  Definitions 

In  a  contract  deliverable  "Alternative  Definitions..."  of  September, 
1977,  the  Medicare  definitions  of  cost  upon  which  Chapter  409  budgets  were 
based  were  reviewed.    Alternatives  were  presented  based  in  part  upon  research 
into  other  states'  definitions  of  cost  for  budget  review  purposes.    The  pri- 
mary focus  of  the  paper  was  on  identifying  the  total  financial  requirements 
of  the  hospitals  and  alternative  reimbursement  or  charge  approval  systems,  in 
existence  or  proposed,  which  recognize  all  or  some  of  the  requirements.  It 
further  noted  where  the  Medicare  definitions  in  particular  ignored  certain 
requirements  or  resources,  or  provided  inappropriate  incentives  with  respect 
to  containing  costs  of  recognized  requirements. 

A  second  paper  was  developed  in  March,  1978,  as  an  issue  paper  for  public 
discussion  of  financial  requirements  with  industry  and  consumer  representatives 
throughout  the  Commonwealth.    This  paper  identifies  specifically  a  set  of  finan- 
cial requirements  and  resources  under  consideration  for  implementation  in 
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Chapter  409,  the  Massachusetts  Budget  Approval  Program.    The  framework  of 
the  paper  was  based  on  the  AHA  "Statement  of  Financial  Requirements..." 
rather  than  in  terms  of  Medicare  principles,  as  recommended  by  the 
Commission's  Hospital  Policy  Review  Board.    However,  this  did  not  imply 
that  the  Commission  should  adopt,  word  for  word,  AHA  definitions  of  cost. 
The  AHA  Statement  did  prove  useful  as  a  discussion  framework  as  well  as  a 
guideline  for  implementing  new  regulations  for  Chapter  409.    Staff  research 
involved  considerable  analyses  of  audited  hospital  financial  statements  for 
the  years  1972  through  1976.    The  sample  size  varied  from  year  to  year, 
largely  due  to  insufficient  data  and  overall  time  constraints.    Items  of 
special  interest  were  liquidity  ratios,  long  term  capital  structure  and 
operating  results. 

Some  elements  remain  unresolved  and  require  further  research  before 
eventual  implementation  in  the  Chapter  409  system.    Other  elements  are 
being  implemented  in  the  fiscal  year  1979  budget  cycle  although  they  may 
require  further  refinement  in  terms  of  data  collection  and  industry  dis- 
cussion. 

3.  Inflation 

The  Chapter  409  Budget  Approval  Program  uses  the  inflation  index  de- 
veloped by  Harbridge  House  to  establish  allowable  base  to  budget  year  hos- 
pital cost  changes  due  to  price,  calculating  an  individual  factor  for  each 
hospital . 

Experience  with  the  original  index  indicated  the  need  for  further  re- 
finement with  respect  to  both  the  cost  categories  and  the  associated  indi- 
cators, as  well  as  to  the  methodology  used  to  project  the  inflation  increases 
or  decreases. 

The  Rate  Setting  Commission  subcontracted  with  Harbridge  House,  Inc., 
to  carry  out  most  of  the  research  in  this  area.    A  new  index  containing 
fewer  cost  categories,  but  somewhat  more  localized  in  nature,  was  recommend- 
ed by  Harbridge  House.    In  addition,  Harbridge  House  developed  a  methodology 
for  projecting  hospital  inflation  using  equations  developed  by  stepwise 
linear  regression.    The  results  of  these  tasks  were  implemented  in  the  FY 
1978  and  1979  budget  reviews. 

Finally,  the  Commission's  desire  to  adjust  for  inflation  before  in- 
direct costs  are  allocated  requires  that  a  departmental  inflation  index  be 
developed.    Harbridge  House  and  project  staff  began  working  on  this  task 
which  is  scheduled  for  completion  in  October  1978.    The  Commission  hopes 
that  the  final  departmental  index  and  projection  methodology  will  provide 
not  only  a  useful  cost  containment  methodology  for  the  Commission  but  a 
valuable  management  tool  for  the  hospitals. 

4.  Volume 

The  inclusion  of  a  volume  adjustment  mechanism  in  a  prospective  budget 
approval  program  is  based  on  the  proposition  that  changes  in  the  level  or  vol- 
ume of  output  causes  changes  in  hospital  costs.    If  the  projected  changes 
in  volume  are  reasonable,  then  the  costs  associated  with  the  changes  should 
be  included  in  the  allowed  projected  costs.    Accepting  these  points  as  agreed 
upon  fundamentals,  the  two  most  basic  questions  involved  in  designing  and  im- 
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plementing  the  volume  adjustment  mechanisms  are: 

-  What  constitutes  reasonable  volume  change  projections? 

-  How  much  does  cost  change  in  response  to  volume  changes? 

Project  staff  is  conducting  research  in  these  two  areas  in  order  to  re- 
fine the  current  volume  adjustment  methodology  used  in  the  Chapter  409 
budget  approval  program.    During  the  past  year  staff  concentrated  on  data 
base  development  and  research  design.    Actual  analysis  began  in  late 
spring  and  is  scheduled  to  be  complete  in  October  1978. 

5.  Cost  Comparisons 

Project  staff  are  working  with  two  subcontractors,  Policy  Analysis, 
Inc.,  and  Abt  Associates,  Inc.,  on  the  development  of  a  methodology  to 
analyze  the  reasonableness  of  the  base  year  costs  of  a  hospital.  The 
Commission  is  required  by  statute  to  implement  a  base  cost  analysis  by 
FY  1980  which  will  be  based  on  one  of  two  approaches,  grouping  by  cluster 
analysis  or  cost  function  analysis. 

Entensive  work  was  done  on  the  development  of  the  data  files  to  be 
used  in  the  analysis.    In  late  spring  the  actual  data  analysis  began  and 
will  continue  through  September  1978.    The  final  reports  and  recommendations 
are  due  in  October. 

6.  Case  Mix 

One  of  the  primary  variables  being  tested  in  the  cost  comparisons  re- 
search is  patient  diagnostic  mix  (case  mix).    Working  with  Abt  Associates, 
project  staff  developed  a  method  of  measuring  case  mix  which  attempted  to 
take  departmental  characteristics  into  account.    The  Commission  gained  ac- 
cess, through  the  Massachusetts  Hospital  Association,  to  patient  abstracts 
from  a  majority  of  the  study  hospitals.    The  variables  for  each  department 
were  specified  and  then  the  values  for  each  hospital  calculated.    The  test- 
ing of  the  variables  began  in  late  spring  and  will  continue  until  October 
1978  when  both  Abt  and  Policy  Analysis  deliver  their  final  reports  to  the 
Commission. 

7.  Planning 

The  Rate  Setting  Commission  has  subcontracted  with  the  Office  of  State 
Health  Planning  (OSHP)  to  establish  formal  health  planning  -  rate  setting 
coordination  with  respect  to  hospitals  within  the  state.    The  Commission  felt 
that  its  financial  expertise  could  provide  additional  resources  to  the  plann- 
ing process,  and  that  possibly  some  planning  concerns  and  methodologies  could 
be  incorporated  into  the  budget  approval  process 

Five  tasks  were  identified  as  specific  areas  for  coordination: 

-  Development  of  a  Five  Year  Planning  Document. 

This  task  was  completed  and  reported  in  the  last  Annual  Report. 
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-  Development  of  Standards  and  Criteria 

The  development  of  standards  and  criteria  is  an  ongoing  process 
of  the  Department  of  Public  Health.    These  standards  serve  as  a 
basis  of  review  in  the  DON  process.    With  the  resources  provided 
by  the  contract,  the  Commission  has  become  actively  involved  in  the 
development  process,  particularly  in  the  financial  areas.  Standards 
and  criteria  development  on  psychiatric  inpatient  beds,  neonatal 
units,  laboratory  services  and  hospital  financial  position  was  begun  during 
this  period  and  will  continue  into  the  next  fiscal  year. 

-  Participation  in  the  Determination  of  Need  Process 

The  DON  program  staff  and  the  RSC  staff  recognized  that  in  order 
to  ensure  a  consistent  state  policy  a  cooperative  effort  between 
the  agencies  throughout  the  entire  DON  process  -  that  is,  from 
original  application  through  the  period  in  which  a  project  becomes 
fully  operational  -  must  exist.    This  mechanism  was  established 
with  RSC  staff  conducting  financial  analyses  for  large  hospital 
applications  and  participating  in  the  development  of  new  DON  appli- 
cation forms. 


The  contract  work  is  scheduled  for  completion  in  December,  1978.  Until 
that  time,  work  in  all  of  the  areas  mentioned  above  will  continue.  Besides 
the  resources  of  the  subcontractors,  project  staff  will  continue  to  utilize 
the  resources  provided  by  a  Contract  Advisory  Committee,  several  industry 
task  forces,  as  well  as  hospital  financial  officers  and  administrators. 

Also,  project  staff  will  continue  close  coordination  with  the  Bureau  of 
Hospitals  to  ensure  a  smooth  implementation  of  the  contract  results  into  the 
Chapter  409  budget  approval  program. 


SUMMARY 
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IV.     COORDINATION  OF  COMMISSION'S  RATE-MAKING  AUTHORITY  WITH 
RULE- MAKING  AUTHORITY  OF  OTHER  AGENCIES 


The  Commission  recognizes  the  importance  of  coordinating  its  rate-making 
responsibilities  vith  the  rule-making  responsibilities  of  other  agencies. 
The  Commission  has  established  at  least  three  goals  in  its  relationships  with 
other  agencies: 

(1)  The  Commission  should  use  its  authority  to  assure  that  stan- 
dards established  by  regulatory  agencies  can  be  achieved,  or 
at  least  that  Commission  regulations  do  not  prevent  providers 
from  complying  with  duly  established  standards. 

(2)  The  Commission  should  use  its  authority  to  support  program 
objectives  of  purchasing  agencies. 

(3)  The  Commission  should  use  its  authority  to  complement  or 
support  the  regulatory  responsibilities  of  other  agencies 
and,  where  feasible,  help  to  enforce  regulatory  decisions 
made  by  the  competent  authority. 

All  three  goals  characterized  the  Commission's  relationships  with  other 
state  agencies  during  fiscal  1978. 

(l)  The  Commission  has  made  it  a  practice  to  assure  in  its  regu- 
lations that  a  provider  will  receive  adequate  reimbursement 
to  satisfy  licensure  and  other  standards  promulgated  by  state 
ana  federal  agencies.    For  example,  Commission  regulations 
providing  for  cost-related  reimbursement  to  institutional 
providers  (specifically  hospitals,  long-term  care  facilities, 
and  child  care  agencies)  contain  allowances  for  providers  to 
receive  adjustments  in  excess  of  established  rates  or  in 
excess  of  cost  ceilings  contained  in  the  pertinent  regulation 
where  the  excess  costs  incurred  are  a  function  of  licensing 
standards,  whether  imposed  by  the  Department  of  Public  Health 
or  the  Office  For  Children. 

Within  this  general  objective,  however,  two  issues 
emerge.    First,  the  Commission  reserves  the  right  to  deter- 
mine the  reasonableness  of  the  expense  incurred  in  satis- 
fying licensing  requirements.    That  is,  it  feels  obliged  to 
ask  whether  the  amount  expended  by  the  provider  was  appro- 
priate to  achieve  the  mandated  result.     In  this  context, 
the  Commission  usually  follows  the  accounting  policy  of  re- 
quiring that  the  expenditure  occur  before  allowing  it  to  be 
recouped  in  reimbursement  rates.     In  this  way,  there  is 
greater  control  over  the  appropriateness  of  the  amount  of 
the  expenditure. 

The  second  issue  involves  the  capacity  of  the  licensing 
agency  to  conduct  inspections  to  provide  information  necessary 
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to  support  an  adjustment  to  the  rate.     For  example,  the  Com- 
mission's regulation  on  long-term  care  facilities  permits 
adjustments  where  additional  nursing  hours  are  needed  for 
patients  in  Level  III  facilities,     however,  unless  the  Depart- 
ment of  Public  Health  has  sufficient  manpower  to  inspect  Level 
III  facilities  and  certify  the  appropriate  level  of  nursing 
needs,  the  provider  will  not  have  an  adequate  basis  to  support 
an  adjustment  request.    Such  a  situation  highlights,  from  the 
Commission's  point  of  view,  the  need  to  ensure  that  regulatory 
agencies  have  sufficient  resources  to  fulfill  their  statutory 
duties.     Only  on  this  basis  can  the  Commission  responsibly 
assure  that  rates  will  permit  providers  to  satisfy  established 
standards . 

(2)  The  Commission  does  not  consider  itself  an  agency  with  direct 
program  responsibilities.      Decisions  as  to  the  nature  of  the 
program  purchased  from  providers  rest  with  the  purchasing  agency 
whether  it  be  clinic  services  purchased  by  the  Department  of 
Public  V/ elf  are  or  residential  treatment  programs  supported  by 
the  Department  of  Youth  Services.    The  Commission's  responsibil- 
ity is  to  design  a  reimbursement  methodology  which  supports  and 
furthers  the  program  objectives  of  the  purchasing  agency. 

In  this  role,  Commission  staff  necessarily  works  very 
closely  with  staff  of  the  purchasing  agency  to  understand  pro- 
gram intent  and  to  design  compatible  reimbursement  methodologies 
Examples  of  the  often  very  close  and  continuous  relationships 
that  exist  are  the  collaborative  efforts  that  have  produced  the 
regulations  governing  Core  Evaluations  under  Chapter  766  of  the 
Acts  of  1972  (Special  Education),  pharmacy,  family  planning 
services,  and  telemedicine ,  as  well  as  changes  in  the  Commis- 
sion's long-term  care  facility  regulation. 

(3)  During  fiscal  1978,  a  number  of  relationships  developed, 
demonstrating  the  use  of  Commission  authority  and  expertise  in 
furtherance  of  regulatory  policy  of  other  agencies. 


-46- 


V.     PROPOSED  LEGISLATION 

The  Commission  is  making  two  legislative  proposals  for  the  1979  session 
of  the  General  Court.    One  proposal  calls  for  changing  the  mandatory  date  on 
which  interim  rates  for  long  term  care  facilities  are  established  from  July  1 
to  October  1,  by  modification  of  section  32  of  Chapter  6A. 

The  second  proposal  recommends  the  amendment  of  Chapter  409  of  the  Acts 
of  1976  so  as  to  grant  the  Commission  authority  to  review  hospital  charges 
retroactive  to  the  approval  of  the  charge. 
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APPENDIX  A 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
AMENDED*  and  NEW  REGULATIONS** 
PROMULGATED  DURING  FY  1978 


Bureau  of  Hospitals 
1A  CHSR  11** 

14  CHSR  5** 


14  CHSR  10** 

14  CHSR  11* 
114.1  CMR  3.00** 

114.1  CMR  6.00** 

114.1  CMR  5.00** 


114.1  CMR  4.00* 


Adopted 


9/28/77 


System  for  Review  and  Approval  of  Certain 
Hospital  Charges  for  Hospitals  with  a  Fiscal 
Year  Beginning  October  1,  19  77 

Prospective  Rate  and  Charge  Determination  9/30/77 
for  Health  Care  Facilities  Operated  by  the 
Department  of  Public  Health,  Department  of 
Mental  Health,  Counties  of  the  Commonwealth 
and  Soldiers'  Homes 

System  for  Review  and  Approval  of  Certain  9/30/77 
Hospital  Charges  for  Hospitals  with  a  Fiscal 
Year  Beginning  July  1,  1977 

See  above  10/27/77 

Prospective  Inpatient,  Outpatient  and  Well-  3/16/78 
Newborn  Rate  Determination 

Inpatient,  Outpatient  Industrial  Accident  3/16/78 
Rate  Determination 

Prospective  Rate  and  Charge  Determination  5/25/78 
for  Health  Care  Facilities  Operated  by  the 
Department  of  Public  Health,  Department 
of  Mental  Health,  Counties  of  the  Commonwealth 
and  Soldiers'  Homes 

Regulations  Governing  the  Determination  of  5/25/78 
Reasonable  Operating  Costs  and  Exclusions 
for  Third  Party  Reimbursement  to  be  Followed 
in  the  Preparation  of  Rate  Setting  Commission 
Reporting  Forms 

Bureau  of  Long  Term  Care  Facilities 

14  CHSR  202**  Rates  of  Payment  to  Long  Term  Care  Facilities  10/6/77 

114.2  CMR  2.00**         Rates  of  Payment  to  Long  Term  Care  Facilities  3/30/78 
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Appendix  A  (continued) 


Bureau  of  Community  and  Non-Institutional  Services 


14  CHSR  311** 


14  CHSR  310** 
14  CHSR  411** 

114.3  CMR  29.00** 
114.3  CMR  29.00* 
14  CHSR  411* 
114.3  CMR  22.00** 

14  CHSR  406* 


Rates  to  be  Used  by  the  Massachusetts 
Department  of  Public  Welfare  for  Family 
Planning  Services  Provided  to  Publicly- 
Aided  Individuals 

Homemaker/Home  Health  Aide  Services 
Restorative  Services 

Psychology  Services 


Restorative  Services 

Durable  Medical  Equipment  Including 
Prosthetic  and  Orthotic  Devices 

Surgery  and  Related  Anesthesia  Care 


Bureau  of  Educational  and  Social  Services 


114.4  CMR  2.00** 
114.4  CMR  3.00** 
114.4  CMR  4.00** 
14  CHSR  50 3A* 
Administration 


Accommodations  Programs 
Standard  Purchase  Programs 
Provider  Sub-Purchase  Programs 
Day  Care  Center  Programs 


Adopted 
7/28/77 


8/11/77 

9/29/77  and 
3/2/78 

3/2/78 

3/30/78 

5/11/78 

5/11/78 

6/8/78 


4/13/78 
4/13/78 
4/13/78 
6/29/78 


None 
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APPENDIX  B 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
PUBLIC  HEARINGS  HELD  DURING  FY  1978 


July  28,  1977 

14 

CHSR 

411 

August  11,  197/ 

14 

CHSR 

/no 

August  Z4,  V)  1 1 

i  /. 

UlbK 

c 

J  — 

Aimtiot-    9A  1Q77 
AUgUSL    I.H ,  LJ/f 

1  A 

UlbK 

i  n 
xu 

August  24,  1977 

14 

chsr 

11 

September  7,  1977 

14 

CHSR 

202 

December  19,  1977 

14 

CHSR 

6  - 

December  19,  1977 

14 

CHSR 

3  - 

December  19,  1977 

71- 

■33  - 

Det 

and 

to  1 

December  20,  1977 

14 

CHSR 

411 

February  3,  19  78 
February  6,  1978 
March  29,  1978 


April  18,  1978 
May  24,  1978 
June  21,  1978 

June  26,  1978 


for  Health  Care  Facilities  Operated  by 
the  Department  of  Public  Health,  Depart- 
ment of  Mental  Health,  Counties  of  the 
Commonwealth  and  Soldiers'  Homes 
■  System  for  Review  and  Approval  of  Certain 

Hospital  Charges  for  Hospitals  with  a  Fiscal 

Year  Beginning  July  1,  1977 
-  System  for  Review  and  Approval  of  Certain 

Hospital  Charges  for  Hospitals  with  a 

Fiscal  Year  Beginning  October  1,  19  77 


114.1  CMR  3.00  -  Hospital  Public  Assistance  Rates 

114.2  CMR  2.00  -  Long  Term  Care  Facilities  Rates 
114.1  CMR  5.00  -  Rates  and  Charges  for  State  and  County 

Health  Care  Institutions  and  Soldiers' 
Homes 

114.1  CMR  4.00  (71-33)  -  See  above 

114.3  CMR  4.00  -  Rates  for  Community  Health  Centers 
114.1  CMR  9.00  -  System  for  Review  and  Approval  of 

Hospital  Charges 
114.3  CMR  15.00  -  Vision  Care  Services 
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APPENDIX  C 


Advisory 

1-  78       Gordon  &  Poster 

Uniform  Allowance 

2-  78       Quaboag  Nursing  Home 

Mortgage  Retirement 

3-  78        Department  of  Public  Health 

Determination  of  Need  Program 
Expansion  of  Beds  and  Changes 
in  Service  Level 

4-  78       Braemoor  of  Marlborough 

$14.00  Ceiling 

5-  78       Bayhaven  Nursing  Home 

Woodhaven  Nursing  Home 
Foreclosure 

6-  78  Bayhaven/Woodhaven 

Administrative  Allowance 
&  Depreciable  Life 

7-  78       Creative  Educational  Associates 

Patient  Education 

8-  78       Park  Avenue  Nursing  Home 

Indirect  Restorative  Services 

9-  78       Woodland  Nursing  Home 

Allowable  Basis  of  Facility 

10-  78        Landa  &  Altsher 

Construction  in  Progress 

11-  78       Winchester  Convalescent 

and  Nursing  Home 
Unemployment  Services 


Personal  Replies  -  1978 

1-  78       Wood! awn  Manor  Nursing  Home 

Catheter  Reimbursement 

2-  78        Gordon  &  Poster 

Minimum  Wage 

3-  78       Gordon  &  Poster 

Transferee  Liability 

4-  78       Leppo  and  Gens 

Transferee  Liability 
Purchase  of  Longwood  Nursing 
Home  by  Francis  E.  Qui  Hard 

5-  78       Aladdin  Synergetics,  Inc. 

Food  Service  -  Disposables 


Personal  Replies  -  1978  (continued) 

6-  78        Convalescent  &  Nursing 

Home  of  Dal  ton,  Inc. 
Nutritional  Services 

7-  78        Landa  &  Altsher 

Partial  and  Self-Insurance 
Plans 

8-  78        Bristol  Nursing  Home 

Reimbursable  Basis 


Hospital  Advisory  Rulings  -  1978 

1-  78       The  Memorial  Hospital 

Costs  Arising  from 
Expansion  of  a  Service 

2-  78        Salem  Hospital 

Reimbursement  of  Residency 
Program  Costs 

3-  78       Lawrence  Memorial  Hospital 

Graduate  Medical  Education 

4-  78       Children's  Hospital  Medical 

Center 

Wrentham  State  Contract 

5-  78       Mount  Auburn  Hospital 

Consulting  Contracts 

6-  78        Massachusetts  Eye  and  Ear 

Inf i  rmary 

Allocation  of  Depreciation 
and  Interest 

7-  78       Framingham  Union  Hospital 

Consulting  Contracts 

*5A-78       Mount  Auburn  Hospital 
Consulting  Contracts 

8-  78       Whidden  Memorial  Hospital 

Leasing 

9-  78       Falmouth  Hospital 

Historical  Cost  Recon- 
struction 

10-  78       Whidden  Memorial  Hospital 

Leasing 

11-  78       The  Cancer  Cooperative 

Cost  Beyond  Hospital  Control 
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APPENDIX  C  (continued) 

Hospital  Advisory  Rulings  -  1978  (continued) 

12-  78       Martha's  Vineyard  Hospital 

Cost  Allocation  to  Skilled 
Nursing  Facility 

13-  78       South  Shore  Hospital 

Depreciation 

14-  78       The  Memorial  Hospital 

Costs  Beyond  Control 


Hospital  Personal  Replies  -  1978 

1-  78       Aetna  Life  &  Casualty 

Deferred  Compensation 
Plans 

2-  78       Westborough  State  Hospital 

Per  Diem  Charge 
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APPENDIX  D 

MASSACHUSETTS  RATE  SETTING  COMMISSION 
Financial  Statement  for  Fiscal  Year  1978 


FY  1977  FY  1978 

Appropriation  $780,000  $1,005,207 

Disbursements  776,941  927,044 

Encumbrances 

Reversions  3,059 

$780,000  $  78,163 


Analysis  of  Disbursements : 

Salaries,  Permanent  $648,292  $  751,228 

Salaries,  Temporary  58,388  65,800 

Services,  Non-employees  19,498  57,919 

Heat,  Light  and  Other 
Plant  Operations 

Travel  6,000  5,213 

Advertising  and  Printing  5,907  5,889 

Repairs  and  Maintenance  856  887 

Office  and  Administrative  38,000  40,108 

Equipment  -  - 
Rentals 

$776,941  $  927,044 
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APPENDIX  E 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
STAFF  DURING  FISCAL  1978 
STATE  EMPLOYEES 

-  COMMISSIONERS  - 


Chairman 
Commissioner 
Commissioner 
Commissioner 


Stephen  M.  Weiner 
Andrew  H.  Nighswander 
Shelby  P.  Mudarri 
Charles  C.  Stover 


-  DIRECTORS  - 

Bureau  of  Hospitals 

Bureau  of  Long  Term  Care  Facilities 
Bureau  of  Community  and  Non-Institutional 
Services 

Bureau  of  Educational  and  Social  Services 
Bureau  of  Planning  and  Analysis 
Project  to  Develop  a  Prospective  Reimbursement 
System  for  Hospitals  (Federal) 


Dorothy  E.  Puhy 
John  Lennon 

Joel  Abrams 
Melvin  Green 
Timothy  Taylor 

Shirley  McEvoy 


-  ASSISTANT  DIRECTORS  - 

Bureau  of  Hospitals  William  Grieco 

Bureau  of  Planning  and  Analysis  George  Lamantea 


-  LEGAL  - 


General  Counsel 

Counsel  II 

Counsel  II 

Counsel  II 

Counsel  I 
Counsel  I 


Peter  Leone 

Helen  Stewart 

Carl  Rosenfield 

Robin  Dimieri 

Jeffrey  Kraft 
Gary  Rosenberg 


-  ADMINISTRATIVE  - 


Executive  Secretary 

Head  Administrative  Assistant 

Head  Administrative  Assistant   (Federal  Project) 


John  A.  Daley 
Seymour  Silberberg 
Louise  Norcott 


-54- 


APPENDIX  E  (Continued) 


STATE  EMPLOYEES 
-  AUDIT  ADMI  NT  STRATI  ON  - 


Supervisor  of  Audits,  Long  Term  Care 

Supervising  Accountant,  Long  Term  Care 

Supervising  Accountant,  Long  Term  Care 

Supervising  Accountant,  Long  Term  Care 

Supervising  Accountant,  Long  Term  Care 
Supervising  Accountant,  Hospitals 

Supervising  Accountant,  Educ.  and  Social 
Services 

Supervising  Accountant,  Educ.  and  Social 
Services 


James  Sullivan 
Joseph  Bastek 
James  Collins 
Mary  Jong 
John  Lawlor 
John  Ciampa 

Gilbert  Simas 

Llewellyn  Boscombe 


-  AUDIT  - 


Senior  Accountant,  Long  Term  Care 


Senior  Accountant,   Community  and 
Home  Health  Agencies 

Semi-Senior  Accountant,  Administrative  Services 
Senior  Accountant,  Educational  and  Social 
Services 

Semi-Senior  Accountant,  Educational  and 
Social  Services 

Semi-Senior  Accountant,  Long  Term  Care 


Semi-Senior  Accountant,   Community  and 

Home  Health  Agencies 
Research  Analyst 


Sophie  Antonakis 
Walter  Anzoni 
Joseph  Beck 
John  Conuel 
Betty  Joe 
Dominick  Kulch 
Herbert  Leyton 
Gerald  Lum 
John  Marcel la 
Vincent  Traina 

Wilfred  Burke 
Joseph  McManus 
Gladys  Jones 

Paul  McLaughlin 

Kevin  Sgroi 
Suzy  Sicard 
Janet  Carter 
Stanley  McPharland 
Mary  Ellen  Weng 

Kathleen  Walsh 
Jo  Anne  Albert 


-  SUPPORT  - 


Administrative  Assistant 
Head  Administrative  Clerk 
Principal  Clerk 
Principal  Clerk 


Karen  Wyman 
Brenda  Gomes 
Theresa  Brutza 
Ruth  Collins 
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APPENDIX  E  (Continued) 


STATE  EMPLOYEES 

-  SUPPORT  -  (Continued) 


Principal  Clerk 

Principal  Clerk 

Principal  Clerk 

Principal  Clerk 

Senior  Clerk  and  Stenographer 

Senior  Clerk 


Suzanne  Hogan 
Amelia  Memmolo 
Louise  Mooney 
Irene  Santaniello 
Anne  Fa  1 zone 
Peter  Houston 
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APPENDIX  E 


(Continued) 


BLUE  CROSS  CONTRACT  EMPLOYEES 


-  AUDIT  ADMINISTRATION  &  ANALYSIS  - 

Audit  Managers  John  Lively 

Russell  Kopp 
Thomas  Cronin 
Thomas  Gagnon 
Warren  Silbovitz 
David  Telegen 

Audit  Supervisors  Gerald  Bellavia 

William  Brady 
John  Doucette 
Richard  Namenson 
Edward  Wasson 


-  FIELD  AUDIT  - 


Senior  Auditors 


Joseph  Mazur 
William  Baldwin 
Abraham  Alford 
Joseph  Halliwell 
Richard  LaCava 
Fred  Lomas 
Ralph  Martone 
Roger  McCann 
Martin  McNamara 
Donald  Mulligan 
Robert  O'Connor 
Kirk  Sayian 
Joseph  Tyborowski 
Ronald  Young 


Semi-Senior  Auditors 


William  Cushing 
Paul  Chapdelaine 
Richard  Liberatore 
Vincent  Murdock 
Thomas  Shannon 
Hyman  Sheinfield 
James  Simms 


Staff  Auditors 


William  Callaghan 
Peter  Chan 
James  Hayes 
George  Lawlor 
Robert  Mercuri 
Bryant  Haith 
Harvey  Yee 
Simon  Rosenthal 
Susan  O'Sullivan 
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APPENDIX  E  (Continued) 


BLUE  CROSS  CONTRACT  EMPLOYEES 


-  AUDIT  &  ANALYSIS  - 


Budget  Analysts 


Peter  Arnone 
Carol  Cro3sen 
June  DiDonato 
Peggy  Erlanger 
Sally  Foster 
Robert  Ingala 
Harry  Lindmark 
Paul  Smith 
Wayne  Woodford 
Cheryl  Goodman 
Louis  0  Neil 


Information  Specialist 
Intern 


Irene  Bennett 
William  Grieco 


ADMINISTRATION  - 


Administrative  Assistant 


Joseph  Steinberg 


-  PLANNING  &  ANALYSIS  - 


Research  Analysts 


Ann  Breazeale 
Joseph  Broderick 
Kathleen  Connors 
Joseph  Duffy 
Joseph  Neal 
Anthony  Roman 
Seth  Rubin 
Ronald  Sanfield 
Joan  Zoref 


Research  Assistant 


Linda  Sowell 


-  CLERICAL  - 


Secretaries 


Receptionist 


Barbara  Clark 
Gale  Day 
Annmarie  Dickson 
Beatrice  Dionne 
Assunta  Larkin 
Carolyn  Lipsett 
Judith  Ryan 
Jean  Rizzo 
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APPENDIX  E  ("Continued) 
FEDERAL/STATE  EMPLOYEES 


Data  Processing  Systems  Analyst 
Supervising  Program  Analyst 
Economist  III 
Economist  III 

Chief  Methods  and  Systems  Analyst 
Chief  Accountant 
Senior  Accountant 
Staff  Accountant 
Principal  Clerk 


Michael  Wigon 
Sally  Foster 
Nancy  Morgan 
Cara  Finnegan 
Gladys  Mooradian 
Alvin  Headen 
James  Conso 
Martha  Yorash 
Gloria  Redden 


-59- 


53 
O 


00  )-i 

to  nj 


cj 


O 

u 
o 

M 

H 
H 
W 
to 


cd 
e 
o 

•H 
■U 

oa 

N 
•H 


9 

W  60 
H  I-1 
<  O 


> 

o 

CO 


U 

CO 

© 
o 


M 

CO  0) 

CJ  no 

a  § 

O  S 


O  3 

H  O 

co  cj 

co  a 

I— I 

o  c_> 

CJ  M 

Q 


^ — \ 

•H 

^ 

W 

M 

03 

b 

T3 

H 

< 

3 

CO 

co 

H 

• 

u 

lb 

o 

0) 

cj 

00 

00 

a 

c 

§ 

o 

o 

OJ 

u 

1-1 

OJ 

U 

H 

a 

Pm 

fd 

o 

< 


CJ 
00  «0 


2 
H 

u 


o 
o 


04 

p 
S3 


M 

00  o 
M  rH 
00  SN 
>■>  TO 

3H 
4J 

Q  O 

2  s 


00 

cj  ^ 

M  C 

>  CJ 

04  <u 

eg  >-i 

co  O 

M  > 

U  rH 

o  a) 

co  S 


< 

O 


t-«  rH 

04  PH 
H  S  H 

b  o  m 
a  u  h 


04 
P 


00 


00  6 


00 


b 


0 

U 

C 

< 

O 

0 

C 

en 

rJ 

O 

< 

c 

• 

04 

O 

P 

33 

-J 

H 

* — ' 

04 
O 
H 
CJ 


00 

H 


00 
O 
r2  >^ 


3 

0h 


M  fu 

Q  O 


o 

U 
•  O 

04  Q 

33 


CO 
OT 

04  rJ  « 
O  M  < 
00  CJ  vO 

£3  • 
000 
<  u 

J 

.P. 


OS 
O 

CJ 

■a 

M 

(3 


S3  5 

p  a 

M 

tq  >> 

04  <D 
rH 

3£ 

H  -= 

rH  00 

Oh  ^ 
CO 

o 

Hi 


-60- 


to 

s 

w 
ft 

Oh 
< 


c 
o 

•H  U 

■U  <D 

tTJ  O 

B  *H 

O  4-1 

n-i  O 

c 


H 

CO 


Q 


S 


>> 

c 
o 


(1) 
CO 

-  c 

3 
O 

CJ 


o 
w 
-  c 

8 


5 

CO 

o 


o 

CO 


-62- 


X 

M 

Q 
Z 
W 

3 


oo 


4- 

O 

oj 

CD 


j_ 

q: 

o 

o 

+-> 

i— 

o 

cd 

OJ 

UJ 

S- 

► — < 

o 

Q 

=3 

cj 

«=t 

QJ 

UJ 

ct: 

o" 

ZD 

S- 

cn 

m — 

I —  s_ 

cd  o 

LxJ  4-> 
-3  CJ 

o  cj 

Cd  i_ 

d.  -r- 
Q 

<C  +j 
•— •  a 

CD  O) 
UJ  -r-> 

a.  o 
co  s_ 
'  c_ 
ar 

>. 

CD  -t-> 

<  3 

£  C 

<£_  QJ 


o 
o 


c 

UJ 


CO 

u 

o 

fU 

o 

QJ 

u 

zc 

UJ 

13  <s> 
•<~  dj 

a  ^ 

QJ  V) 
a. 

CO  i— i 


o 
cc 
c_ 

Q_ 
<C 

s: 

t-  <C 
uj  ai 

CD  CD 

Q  c 

ZD  CC 
CO  c_ 

m 

cc 

UJ 
CD 


sz 

QJ 

E 

E  Ql 
ti  o 
t-  >— 

CD  QJ 
O  > 
J-  QJ 

a.  q 


i~ 

CJ 
— . 

o 


CO 
Ui  CO 
ZD  O 

—I  cc 

CQ  CD 


az 


CD 


CO 
QJ 
ZJ 
l/> 

+->  to 
CJ  <— i 

+-> 

+J  -1— 

e  td 

O  Z3 
CD  «ct 


oo 

+-> 

tr 

QJ 

£= 

J-> 

QJ 

■r- 

■o 

4-> 

zj 

-t-> 

«=C 

QJ 

CO 

cd  ce 

i — i  (_>j 
Q  O 

ui  q: 

0_ 


UJ 
CD 


 co- 
co 


o 


c 
o 


s_ 

QJ 
C 
O 


-63- 


-64- 


x; 

M 

Q 

25 
W 
fVi 

Si 


s-  * 

O  * 

•i-  +J 

*,— 

c  u 

E 

CD  U 

CD 

CO  < 

oo 

O  > 

4->  CO 
(J 

CD  >> 

i-  +-> 

+■>  O  E 

t/>  O 

CO  C_) 


CO 

c 


o  • 

•r-  -J-> 

c  o 
cu  o 
co  «a: 


i- 

o  • 

•I-  +-> 

c  u 

CD  U 
CO  ct 


i- 

o  • 

•i-  4-> 

c  o 

CD  U 
CO  <£ 


CO 

3 

fO 
CD 
5- 


-65- 


o 

-M 

CD 

SZ 

+-> 

tz 

CD 

o» 

+J 

CD 

-O 

S~ 

O 

.Q 

•  fO 

CO 

to  4— 

>>  o 

r— 

<o  cr 

cr  o 

"O 

C  > 

<a  -i- 

"O 

>> 

o  +-> 

•r-  C 

r—  CD 

o  3 

D_  CT 

CD 

<+—  CO 

o  cr 

o 

3  o 

rO 

CD  "O 

J-  c 

3  rO 

CO 

<f- 

CD  4- 

JZ  CO 

4->  +-> 

CO 

E 

O  CO 

t-  •<- 

4-  -C 

CD 

E  t4- 

t—  O 

■f  ' 

1  CD 

4->  CO 

S-  3 

rd 

Q.-0 

CD 

-o  +-> 

C  CO 

fO  CD 

cn 

>>  cn 

i —  3 

r —  tO 

fO 

u  cr 

1-  o 

-o 

c 

o  cr 

J- 

i-  o 

<D 

S_  -i- 

+J 

CD  CO 

c 

Q.  l/l 

»— 1 

3 

c  o 

s_ 

«3  CO 

CD 

O  -r- 

t—  -a 

3 

C  CD 

CO 

O  CD 

*  CO 

* 

c 

I    S-  ca 
•i-  O  ■*-> 

,         E  •«-  c 

<D  c:  13 
(/)  CJ  o 
co  u 
u 


CO 
LU 

> 

err 

LU 
CO 


c 

CO 


o. 


o 
+-> 
a 
<u 
i- 


i-.  Q 


cr  +-> 
c  c 

•r-  fO 

•*-> 
c 
>  3 
s-  o 
0)  o 
a.  a 

CO 


UJ 


•i-  O  co 
E  •<-  4-> 

dJ  c  c 
co  a;  3 
co  o 
o 
u 


4-> 
C 

i-  fO 

o  -•-> 

T-  C 

C  3 

<D  O 

CO  u 

u 
< 


CT-M 

C  C 

•r-  ID 

I/)  4-> 

■r-  C 

1           >  3 

4-  O 

CJ  u 

c  u 

CO 


One 


PETER    HI  AM 
Chairman 


SHEL3Y    P  MUDARRI 
Commissioner 


Sz/rca  %c/e  (617)  727-1150 


CHARLES    C.  STOVER 
Commissioner 


November  1,  1973 


The  Honorable  Paul  Guzzi 
Secretary  of  State 
One  Ashburton  Place 
Boston,  Massachusetts  02108 

Dear  Mr.  Guzzi : 

In  accordance  with  section  33  of  Chapter  30  of  the  General  Laws,  as 
amended,  a  recommendation  for  legislation  is  submitted  herewith,  together 
with  a  draft  of  the  bill  embodying  the  legislation  recommended.    The  form 
thereof  has  been  approved  by  the  counsel  for  the  House  of  Representatives. 


PETER  HI AM 
Chairman 


PH/am 
enclosure 
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Rate  Setting  Commission  Legislative  Recommendation  for  1979 

AN  ACT  AMENDING  THE  RATE  SETTING  PROCESS  FOR  NURSING  HOMES 

This  legislation  will  allow  Commission  staff  a  more  workable  time  period 
in  which  to  establish  interim  rates  for  all  long  term  care  facilities  and  will 
prevent  administrative  tangles  caused  by  efforts  of  the  facilities  to  recoup 
the  differential  betv/een  a  new  interim  rate  tardily  established  and  the  previous 
final  rate. 

In  addition,  the  change  will  allow  the  setting  of  so-called  "parallel 
rates".    Under  this  system  1978  interim  rates,  for  example,  which  are  set 
in  timely  fashion  will  become  the  basis  for  the  1979  final  rates.    The  1979 
rates  will  be  derived  by  adjusting  the  1978  rates  by  the  appropriate  cost 
adjustment  factors. 


-69- 


tlijp  (Snmmomu?altl)  nf  fHasaarhuarltB 


IN  THE  YEAR  ONE  THOUSAND  NINE  HUNDRED  AND  SEVENTY-  NINE 


An  Act  Amending  the  Rate  Setting  Process  for  Nursing  Homes 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  in  General  Court  assembled,  and  by  the 
authority  of  the  same,  as  follows: 

section  i.  Section  32  of  chapter  6A  of  the  General  Laws  is  hereby  amended 

BY  STRIKING  THE  WORD  "JULY"  IN  LINES  18  AT©  20  OF  PARAGRAPH  THREE  AND 
INSERTING  IN  PLACE  THEREOF  THE  WORD  "OCTOBER". 
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Rate  Setting  Caw ss ion  Legislative  Recommendation 

An  Act  Clarifying  the  Authority  of  the  Rate  Setting  Commission  to  Offset 
Hospital  Revenue  Earned  in  a  Prior  Year  in  Excess  of  Approved  Revenue 
Against  Current  and  Future  Year  Hospital  Financial  Requirements. 

This  law  will  permit  the  Commission  to  establish  a  retrospective  review 
of  hospital  charges  in  order  to  determine  whether  revenue  earned  by  a  hospital 
corresponds  to  the  revenue  approved  by  the  commission  on  a  prospective  basis. 

if  the  revenue  earned  exceeds  the  projected  revenue /  the  commission  may 
offset  the  excess  against  future  financial  requirements  of  the  hospital. 

This  amendment  also  inserts  the  substance  of  portions  of  SECTION  5  of 
the  Acts  of  1976  into  the  General  Laws. 


uljr  GInntmmuupaltlj  nf  Massachusetts 


IN  THE  YEAR  ONE  THOUSAND  NINE  HUNDRED  AND  SEVENTY- 


An  Act  Clarifying  .the  Authority  of  the  Rate  Setting  Commission  to 
Offset  Hospital  Revenue  Earned  in  a  Prior  Year  in  Excess  of  Approved  Revenue 
Against  Current  and  Future  Year  Hospital  Financial  Requirements. 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  in  General  Court  assembled,  and  by  the 

authority  of  the  same,  as  follows: 

section  i.  Section  37  of  chapter  6A  of  the  General  Laws,  as  appearing  in 
section  4  of  chapter  TO  of  the  acts  of  1976/  is  hereby  amended  by  adding 
the  following  sentence  at  the  end  of  the  second  paragraph  of  section  37:  - 
Said  regulations  may  provide  for  review  of  the 

application  for  modification  in  charges  in  accordance 

with  the  definitions  set  forth  in  section  forty  seven  of 

chapter  six  a  of  the  general  laws. 
SECTION  2.  Section  39  of  chapter  6A  of  the  General  laws,  as  appearing  in 
section  4  of  chapter  to  of  the  acts  of  1976/  is  hereby  amended  by  adding 
the  following  sentence  at  the  end  of  section  39:  - 

Said  budget  may  be  reviewed  by  the  commission 

in  accordance  with  the  definitions  set  forth  in  section 

forty  seven  of  chapter  six  a. 
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SECTION  3.  Chapter  6A  of  the  General  Laws  is  hereby  amended  by  inserting  the 

FOLLOWING  SECTION: 

Section  H7.  - 

Hot  later  than  October  first,  nineteen  hundred  Am  seventy- 
eight,  THE  RATE  SETTING  COMMISSION  SHALL  DEVELOP  AT©  ADOPT  A 

definition  of  "total  patient  care  charges"  which  shall  reflect 
actual  revenue  received  by  each  hospital  for  all  patient  care 
services/  supplies,  and  accommodations  and  a  definition  of  "total 
patient  care  costs"  which  shall  reflect  the  reasonable  financial 
requirements  of  each  hospital  for  providing  patient  care  services, 
supplies  and  accommodations.  for  the  purposes  of  determining  the 
reasonable  financial  requirements  of  each  hospital  the  commission 
may  include  as  an  offset  against  said  requirements,  or  otherwise 
take  into  account,  the  amount  of  the  difference  between  actual  net 
revenue  earned  by  the  hospital  in  prior  yeafsand  total  patient  care 
charges  approved  by  the  commission  for  such  years.  such  definitions 
shall  be  adopted  by  the  commission  only  upon  consultation  with 
representatives  of  nonprofit  hospital  service  corporations  incor- 
porated under  chapter  one  hundred  and  seventy  six  a  of  the  general 
Laws,  elected  representatives  of  health  systems  agencies  designated 
pursuant  to  tltle  xv  of  the  federal  public  health  service  act,  com- 
panies authorized  to  sell  accident  and  health  insurance  under  the 
provisions  of  chapter  one  hundred  and  seventy-five  and  the  massachusetts 
Hospital  Association. 

Upon  adoption  of  the  definitions  as  required  by  this  section, 
the  provisions  of  section  thirty-seven  of  chapter  six  a  of  the 
General  Laws  relating  to  the  ratio  of  total  patient  care  costs  to 
total  patient  care  charges  shall  become  void,  and  for  purposes 
of  section  thirty-nine  of  said  chapter  six  a,  as  so  inserted. 
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total  projected  cost  and  total  projected  charges  shall  be 
subject  to  approval  or  disapproval  in  whole  or  in  part  by 
said  commission. 

SECTION  4.  Section  34A  of  chapter  6A  of  the  General  Laws  is  hereby  amended  by 

STRIKING  THE  WORD  "FORTY-SIX"  IN  LINES  2  AND  21  OF  PARAGRAPH  THREE  AND  INSERTING 
THEREFOR  THE  WORD  "FORTY-SEVEN" . 

SECTION  5.  Section  40  of  chapter  6A  of  the  General  Laws  is  hereby  amended  by 
inserting  the  words  "/  as  defined  in  section  forty  seven  of  chapter  six  a  of 
the  General  Laws."  between  the  words  "charges"  and  "projected"  in  the  last  line 
OF  SECTION  40  and  by  deleting  the  words  "projected  by  the  applicant  hospital" 

IN  THE  LAST  LINE  OF  SECTION  40. 

SECTION  6.  Section  44  of  chapter  6A  of  the  General  Laws  is  hereby  amended  by 

STRIKING  THE  WORD  "FORTY  SIX"  IN  THE  LAST  LINE  OF  SECTION  44  AND  INSERTING 
THEREFOR  THE  WORD  "FORTY  SEVEN". 
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IN  THE  YEAR  ONE  THOUSAND  NINE  HUNDRED  AND  SEVENTY- 

An  Act  Clarifying  jhe  Authority  of  the  Rate  Setting  Commission  to 
Offset  Hospital  Revenue  Earned  in  a  Prior  Year  in  Excess  of  Approved  Revenue 
Against  Current  and  Future  Year  Hospital  Financial  Requirements. 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  in  General  Court  assembled,  and  by  the 
authority  of  the  same,  as  follows: 

section  i.  Section  37  of  chapter  6A  of  the  General  Laws,  as  appearing  in 
section  4  of  chapter  to  of  the  acts  of  1976/  is  hereby  amended  by  adding 
the  following  sentence  at  the  end  of  the  second  paragraph  of  section  37:  - 
Said  regulations  may  provide  for  review  of  the 

application  for  modification  in  charges  in  accordance 

with  the  definitions  set  forth  in  section  forty  seven  of 

chapter  six  a  of  the  general  laws. 
SECTION  2.  Section  39  of  chapter  6A  of  the  General  Laws,  as  appearing  in 
section  4  of  chapter  to  of  the  acts  of  1976,  is  hereby  amended  by  adding 
the  following  sentence  at  the  end  of  section  39:  - 

Said  budget  may  be  reviewed  by  the  commission 

in  accordance  with  the  definitions  set  forth  in  section 

forty  seven  of  chapter  six  a. 
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SECTION  3.  Chapter  6A  of  the  General  Laws  is  hereby  amended  by  inserting  the 

FOLLOWING  SECTION: 

Section  l\7.  - 

not  later  than  october  first/  nineteen  hundred  and  seventy- 
eight/  the  rate  setting  commission  shall  develop  and  adopt  a 
definition  of  "total  patient  care  charges"  which  shall  reflect 
actual  revenue  received  by  each  hospital  for  all  patient  care 
services/  supplies/  and  accomodations  and  a  definition  of  "total 
patient  care  costs"  which  shall  reflect  the  reasonable  financial 
requirements  of  each  hospital  for  providing  patient  care  services/ 
supplies  and  accommodations.  for  the  purposes  of  determining  the 
reasonable  financial  requirements  of  each  hospital  the  commission 
may  include  as  an  offset  against  said  requirements/  or  otherwise 
take  into  account/  the  amount  of  the  difference  between  actual  net 
revenue  earned  by  the  hospital  in  prior  yeafs and  total  patient  care 
charges  approved  by  the  commission  for  such  years,  such  definitions 
shall  be  adopted  by  the  commission  only  upon  consultation  with 
representatives  of  nonprofit  hospital  service  corporations  incor- 
porated under  chapter  one  hundred  and  seventy  six  a  of  the  general 
laws/  elected  representatives  of  health  systems  agencies  designated 
pursuant  to  tltle  xv  of  the  federal  public  health  service  act/  com- 
panies authorized  to  sell  accident  and  health  insurance  ufoer  the 
provisions  of  chapter  one  hundred  and  seventy-five  and  the  massachusetts 
Hospital  Association. 

Upon  adoption  of  the  definitions  as  required  by  this  section, 
the  provisions  of  section  thirty-seven  of  chapter  six  a  of  the 
General  Laws  relating  to  the  ratio  of  total  patient  care  costs  to 
total  patient  care  charges  shall  become  void/  and  for  purposes 
of  section  thirty-nine  of  said  chapter  six  a/  as  so  inserted. 
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total  projected  cost  and  total  projected  charges  shall  be 
subject  to  approval  or  disapproval  in  whole  or  in  part  by 
said  commission. 

SECTION  4,  Section  34A  of  chapter  6A  of  the  General  Laws  is  hereby  amended  by 

STRIKING  THE  WORD  "FORTY-SIX"  IN  LINES  2  AND  21  OF  PARAGRAPH  THREE  AND  INSERTING 
THEREFOR  THE  WORD  "FORTY-SEVEN" . 

SECTION  5.  Section  40  of  chapter  5A  of  the  General  Laws  is  hereby  amended  by 
inserting  the  words  "/  as  defined  in  section  forty  seven  of  chapter  six  a  of 
the  General  Laws."  between  the  words  "charges"  and  "projected"  in  the  last  line 
of  section  40  and  by  deleting  the  words  "projected  by  the  applicant  hospital" 
in  the  last  line  of  section  40. 

SECTION  6.  Section  44  of  chapter  6A  of  the  General  Laws  is  hereby  amended  by 

STRIKING  THE  WORD  "FORTY  Six"  IN  THE  LAST  LINE  OF  SECTION  44  AND  INSERTING 
THEREFOR  THE  WORD  "FORTY  SEVEN". 
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November  7,  1979 


His  Excellency,  the  Governor, 
The  Honorable  Senate, 
The  House  of  Representatives, 
The  State  Secretary, 
The  Secretary  of  the  Executive 
Office  of  Human  Services, 
Of  the  Commonwealth  of  Massachusetts : 

Pursuant  to  the  provisions  of  the  Massachusetts  General  Laws 
Chapter  6A,  section  32,  I  am  submitting  herewith  the  FIFTH  ANNUAL 
REPORT  of  the  Massachusetts  Rate  Setting  Commission,  as  reorganized 
by  Chapter  1229  of  the  Acts  of  1973,  effective  July  1,  1974. 

The  intent  of  this  Report  is  to  reflect  the  reorganized 
Commission's  achievements  and  activities  during  its  fourth  year 
of  operation,  the  year  ending  June  30,  1979. 

As  required  by  law,  the  Report  contains  a  statement  specifying 
the  management  of  the  Commission's  affairs,  a  detailed  analysis 
of  its  reimbursement  policy  for  each  class  of  provider  of  services 
and  for  state  institutions,  and  a  description  of  the  Commission's 
coordination  of  its  rate-making  functions  with  the  rule-making 
functions  of  the  departments  of  the  Commonwealth  regulating  said 
providers  and  institutions. 


Respectfully  submitted  for  the 
Rate, Setting  Commission, 


John  A.  Daley, 
/  Executive  Secretary 
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PREFACE 


The  Rate  Settina  Commission  has  the  sole  responsibility  for  establishing 
fair,  reasonable  and  adequate  rates  of  reimbursement  for  services  delivered  to 
publicly-assisted  individuals  by  health  care,  educational,  social  and  rehabili- 
tative providers.    In  addition,  the  Commission  approves  rates  of  payment  entered 
into  under  contract  betv/een  any  hospital  service  corporation  and  orovider  for 
the  furnishina  of  health  services. 

In  recent  years,  the  responsibilities  of  the  Rate  Settina  Commission  have 
grown  considerably.    Since  1976,  the  Commission  has  reviewed  and  approved  hospital 
charges  under  ChaDter  409  of  the  Acts  of  1976  (charge  control),  the  hospital 
charne  review  system.    Also,  there  has  been  increased  responsibility  in  the  estab- 
lishment of  rates  for  social  service  programs,  with  a  new  emphasis  in  this  area 
to  refining  its  financial  analysis  capabilities. 

The  Commission  sees  its  scone  of  services  to  include  assistance  to  other 
aqencies  or  governmental  units  with  responsibilities  in  health  or  social  service 
regulation.    For  example,  Commission  staff  assist  the  Office  of  Determination  of 
Need,  Department  of  Public  Health,  in  the  financial  review  of  applications  for 
capital  expenditures.    There  is  also  a  close  working  relationship  with  the  Office 
of  the  Attorney  General  for  the  investigation  of  Medicaid  fraud. 
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I.    MANAGEMENT  OF  COMMISSION  AFFAIRS 


A.  AUTHORITY 


During  fiscal  year  1979,  the  Commission  was  resDonsible  for  six  significant 
areas  of  activity: 

(1)  The  Commission  has  the  responsibility  of  establishing  fair,  reasonable 
and  adeguate  rates  to  be  paid  by  governmental  units  to  "providers  of  health  care 
services"  (G.L.  c.  6A,  s.  32).    These  providers  of  health  care  services  included 
accommodations,  as  well  as  persons  providing  social,  education,  and  rehabilitative 
services . 

Under  this  jurisdiction,  the  Commission  determined  the  rates  to  be  paid  by  the 
Commonwealth  for  a  variety  of  medical  and  health  related  services,  including  the 
services  of  hospitals,  long  term  care  facilities,  physicians,  pharmacists,  dentists, 
home  health  agencies,  neighborhood  health  centers  to  name  but  a  few  provider  groups. 
The  majority  of  providers  were  those  from  whom  services  were  purchased  under  the 
medical  assistance  program  administered  by  the  Department  of  Public  Welfare. 

In  addition  to  medical  and  health  related  services,  the  Commission  established 
rates  for  social,  rehabilitative,  and  educational  services.    Originally  the 
Commission  was  responsible  for  setting  rates  for  a  variety  of  child  care  proarams 
purchased  by  the  Departments  of  Education,  Mental  Health,  Public  Health,  Public 
Welfare,  Youth  Services  and  the  Office  for  Children  for  the  provisions  of  training, 
instruction,  residential  treatment,  support  and  day  care  services  for  certain 
blind,  deaf,  aphasic,  and  emotionally  disturbed  children  and  youthful  offenders, 
and  for  such  services  and  accommodations  purchased  by  the  Department  of  Elder 
Affairs. 

However,  Section  12  of  Chapter  1229  of  the  Acts  of  1973,  nreatly  expanded  the 
services  and  accommodations  for  which  the  Commission  would  be  responsible. 
Effective  July  1,  1975,  the  term  "general  health  suoplies,  care,  social,  rehabili- 
tative, or  educational  services  and  accommodations"  was  amended  to  include  all 
such  services  that  were  not  previously  subject  to  Commission  consideration. 
Included  in  this  change  was  all  services  purchased  by  state  agencies  and  local 
educational  authorities  pursuant  to  Chapter  766  of  the  Acts  of  1972,  the  special 
education  law. 

(2)  The  Commission  received  temporary  responsibility  in  July  of  1975  for  re- 
view and  approval  of  hospital  charge  increases  to  the  general  public,  throuah  the 
enactment  of  Chapter  424  of  the  Acts  of  1975.    This  responsibility  was  made  Der- 
manent  and  broadened  through  the  enactment  of  Chanter  409  of  the  Acts  of  1976, 
effective  October  15,  1976.    The  purpose  of  this  act  was,  in  part,  to  reoroanize 
immediately  the  health  care  delivery  system  of  Massachusetts  in  an  eauitable  and 
feasible  manner  for  all  citizens  of  the  Commonwealth. 

(3)  The  Commission  had  the  responsibility  of  establishing  fair  and  adeauate 
charges  to  be  used  by  state  institutions  for  general  health  supplies,  care,  social, 
rehabilitative  or  educational  services  and  accommodations.    (G.L.  c.  6A,  s.  32). 
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The  charges  are  based  on  actual  costs  incurred  by  each  state  institution 
reasonably  related,  in  the  circumstance  of  each  insi ti tution ,  to  the  efficient 
production  or  delivery  of  these  services  in  each  setting.     Under  this  authority 
the  Commission  determined  the  rates  to  be  charged  bv  state  hospitals  operated  by 
the  Departments  of  Mental  Health  and  Public  Health,  Soldiers'  Home  of  Massachusetts, 
and  the  Soldiers'  Home  in  Holyoke,  and  schools  for  the  mentally  retarded,  and  other 
facil  Hies. 

(4)  The  Commission  had  the  responsibility  for  approving  contracts  between 
Blue  Cross  of  Massachusetts  and  providers  of  health  services  and  for  approving 
rates  and  final  settlements  under  these  contracts.    (G.L.  c  176A,  s.  5).  Under 
this  authority  the  Commission  approved  Blue  Cross  participating,  cooperating, 

and  pilot  program  contracts  with  hospitals,  mental  health  centers,  long  term  care 
facilities,  pharmacists,  detoxification  centers,  and  health  maintenance  organiza- 
tions . 

In  exercising  this  authority,  particularly  as  it  relates  to  hospitals, 
Commission  action  exerts  a  major  influence  in  controlling  the  cost  of  premiums 
paid  by  Blue  Cross  subscribers. 

(5)  The  Commission  was  responsible  for  establishing  rates  to  be  paid  for 
general  health  supplies  and  care  by  commercial  insurance  carriers  under  the  Work- 
mans  Compensation  Act  administered  by  the  Industrial  Accident  Board. 

(6)  The  Commission  had  the  responsibility  of  approving  estimated  receipts  of 
the  City  of  Boston  from  the  provision  of  health  services  (Chapter  909  of  the  Acts 
of  1969).    This  authority  has  a  direct  affect  on  the  tax  rate  of  the  City  of 
Boston,  since,  to  the  extent  the  City's  estimated  costs  for  providing  health  ser- 
vices are  in  excess  of  the  Commission's  approved  estimate  of  receipts,  the 
differences  must  be  accounted  for  in  tax  levies. 


B.    PROCEDURE  FOR  DEVELOPMENT  AND  REVIEW  OF  RATES 

(1)    Regulations  -  The  Commission  determines  rates  throunh  regulations.  In 
many  cases,  particularly  for  non-institutional  medical  providers,  the  regulation 
will  contain  a  fee  schedule  which  itself  represents  the  rates  for  services  pro- 
vided.   In  the  case  of  institutional  providers,  the  rate  determination  is  in  the 
form  of  a  general  regulation  containina  a  definition  of  allowable  costs  and  a 
process  for  developing  individual  rates  from  the  allowable  costs. 

A  public  hearing  is  held  before  a  regulation  is  promulgated  in  order  to  allow 
for  input  from  affected  providers  and  purchasing  agencies,  as  well  as  from  the 
general  public.    A  notice  of  a  public  hearing  is  filed  with  the  Secretary  of  the 
Commonwealth  and  is  published  in  two  daily  newspapers  and  the  Massachusetts 
Register  prior  to  the  public  hearing. 

Copies  of  the  notice  of  a  public  hearing  are  sent  to  interested  parties  and 
to  members  of  the  Advisory  Council  of  the  Commission.    The  Advisory  Council  also 
receives  copies  of  proposed  regulations.    Additionally,  proposed  regulations 
affecting  hospital  charge  review  (Chapter  409,  Acts  of  1976)  are  subject  to  at 
least  sixty  day  prior  review  and  comment  by  members  of  the  Hospital  Policy  Review 
Board  of  the  Commission. 
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During  fiscal  year  1979,  twenty-seven  regulations  were  promulgated  by  the 
Commission  at  official  public  Commission  business  meetings  after  twenty-two 
public  hearinas.    Nine  renulations  were  promulgated  on  an  emergency  basis.  All 
regulations  adopted  during  the  period  July  1,  1978  through  June  30,  1979  are 
listed  in  Appendix  A  under  the  Bureau  resoonsible  for  their  preparation  and 
administration.    Appendix  B  contains  chronoloqical  listing  of  public  hearings 
held  by  the  Commission  during  fiscal  year  197°.    Additionally,  a  public  hearing 
was  held  prior  to  Commission  adoption  of  a  cooperating  hospital  agreement  between 
Blue  Cross  of  Massachusetts,  Inc.  and  varicus  hospitals  in  Massachusetts. 

Regulations  promulgated  in  prior  fiscal  years  remain  in  effect  and  aoplicable 
unless  replaced  by  later  Commission  regulations. 

(2)  Rate  Adjustments  -  Providers  who  receive  individual  rates  may  apply  for 
rate  adjustment  once  their  individual  rates  have  been  certified.    Applications  for 
adjustment  may  be  made  in  writing  to  the  Commission  by  following  the  guidelines 
established  in  the  relevant  regulation  under  which  the  rates  were  adopted.  Upon 
receipt  of  each  reauest,  bureau  staff  will  conduct  a  timely  review  of  the  applica- 
tion for  adjustment  and  the  required  supporting  documentation  and  make  its  recommen- 
dations to  the  Commission  at  its  weekly  business  meetings,  which  are  open  to  the 
pub!  ic. 

Following  are  examples  of  situations  that,  under  Commission  regulations, 
generally  support  an  adjustment  to  the  rate  originally  certified  by  the  Commission: 

Expenditures  imposed  upon  providers  because  of  laws,  licensing  regulations, 
safety  regulations,  or  any  official  requirement  made  by  a  city,  town,  state,  or 
federal  authority, 

Unusual  or  unforeseen  increases  in  the  reasonable  program  operating  costs  be- 
yond the  control  of  the  provider,  (i.e.,  replacement  of  equipment  or  facilities 
due  to  fire  or  flood;  repair  of  major  equipment)  not  contemplated  in  any  inflation 
factors  used  in  developing  the  rate; 

Decreased  or  terminated  funding  from  external  sources  (i.e.,  grants,  subsidies, 
donations) ; 

Mechanical  or  clerical  errors  made  by  Commission  staff  in  the  calculation  of 
rates. 

Generally,  if  the  situation  is  one  of  emerqency,  in  that  it  threatens  the 
financial  stability  of  a  program,  and  is  substantial  in  nature,  it  can  be  reviewed 
for  a  possible  rate  adjustment  by  the  Commission,  provided  that  there  is  sufficient 
documentation,  which  sometimes  includes  the  endorsement  by  the  purchasing  state 
agency,  to  justify  such  adjustment. 

(3)  Rate  Appeals  -  On  July  1,  1974,  the  Division  of  Hearing  Officers  was 
established  as  an  agency  of  the  Executive  Office  for  Administration  and  Finance, 
(Section  3,  Chapter  1229,  Acts  of  1973). 

The  Division  hears  appeals  from  the  providers  of  services  who  feel  that  their 
rates  of  reimbursement  are  not  fair.    After  a  formal  appeal  has  been  filed  with 
the  Division  of  Hearino  Officers,  a  hearing  officer  of  the  Division  will  hold  an 
adjudicatory  hearinn  in  accordance  with  the  Administrative  Procedures  Act,  G.L. 
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c.  30A.    After  all  relevant  testimony  and  evidence  has  been  submitted  to  the 
assiqned  hearings  officer,  (s)he  then  prepares  a  written  decision,  which  is  sub- 
mitted to  the  Rate  Setting  Commission. 

If  the  decision  results  in  a  recommendation  for  a  rate  different  from  that 
originally  certified  by  the  Commission,  the  Commissioners  then  establish  a  new 
rate  based  upon  the  statement  of  reasons.    The  Commission  may,  however,  return 
the  decision  to  the  hearinqs  officer  for  further  investigation  if  the  Commissioners 
determine  that  the  hearinqs  officer's  statement  of  reasons  is  inadequate  to 
determine  a  fair,  reasonable  and  adequate  rate.    Commission  action  on  a  recommended 
decision  is  taken  by  vote  at  a  weekly  public  Commission  meeting. 

Should  a  party  still  consider  itself  to  be  aqqrieved  by  a  decision  of  the  Rate 
Settinq  Commission,  it  has  thirty  days  from  receipt  of  such  decision  to  file  a 
petition  for  review  in  the  Superior  Court  for  the  County  of  Suffolk. 


C.     FINANCIAL  STATEMENT 

Appendix  D  of  this  Report  presents  an  analysis  of  the  Commission's  expenditure 
of  state  funds  during  the  fiscal  year  ending  June  30,  1979. 


D.    COMMISSION  STRUCTURE 

(1)    Commissioners  -  Pursuant  to  Section  32,  Chapter  6A,  of  the  General  Laws, 
as  amended  by  Chapter  1229  of  the  Acts  of  1973,  effective  July  1,  1974,  the 
Commission  shall  consist  of  three  members  apDointed  by  the  Governor.  The 
Commission  shall  consist  of  a  Chairman  who  shall  have  administrative  experience 
and  an  advanced  degree  in  the  field  of  business  administration,  public  administra- 
tion, or  law.    One  of  the  other  two  members  shall  be  a  certified  public  accountant 
and  one  shall  be  a  person  experienced  in  the  field  of  medical  economics.  A 
further  qualification  is  that  no  more  than  two  members  shall  belonq  to  the  same 
political  party.    Each  CommissionerisaDpointed  for  a  term  of  three  vears.  The 
initial  appointments  were  for  staggered  terms  of  one,  two,  and  three  years. 

On  July  3,  1974,  Governor  Francis  W.  Sargent  aopointed  Stephen  M.  Weiner, 
Chairman  to  a  term  of  two  years,  Shelby  P.  Mudarri ,  Commissioner  to  a  term  of 
one  year,  and  Andrew  H.  Nighswander,  Commissioner  to  a  term  of  three  years.  Since 
the  initial  appointments,  the  succeeding  appointments  have  been  made: 

Commissioner  Shelby  P.  Mudarri  was  reanpointed  by  Governor  Michael  S.  Dukakis 
to  a  full  three-year  term  effective  July  3,  1975. 

Chairman  Stephen  M.  Weiner  was  reaDpointed  by  Governor  Michael  S.  Dukakis  to 
a  full  three-year  term  effective  July  3,  1976.    Chairman  Weiner  resiqned  June  30, 
1978. 

Commissioner  Nighswander  was  reappointed  by  Governor  Michael  S.  Dukakis  to  a 
full  term  effective  July  3,  1977.    Commissioner  Nighswander  resigned  effective 
December  31,  1977. 

Commissioner  Stover  was  appointed  January  13,  1978,  to  fill  the  unexpired 
term    effective  July  3,  1977. 
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Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S.  Dukakis 
to  a  full  three-year  term  effective  July  3,  1978. 

Chairman  Peter  Hiam  was  appointed  October  23,  1978,  to  fill  the  unexpired 
term  effective  July  3,  1976. 

(2)  Executive  Secretary  -  The  Commission  shall  appoint  an  Executive  Secretary 
who  shall  be  responsible  for  the  internal  manaaement  of  the  Commission  and  who 
shall  report  to  the  Chairman.    John  A.  Daley  was  appointed  Executive  Secretary 
during  fiscal  year  1975. 

(3)  Bureaus  -  G.L.  c.  6A,  S.33  authorizes  the  Commission  to  establish  such 
bureaus  as  may  be  necessary  to  carry  out  its  duties. 

The  statute  specifically  requires  that  there  be  a  bureau  of  hospitals  and  a 
bureau  of  long-term  care  facilities. 

a)  Bureau  of  Hospitals 

Director:    John  C.  Keane 

The  Bureau  of  Hospitals  develops  the  rates  of  payment  for  hospitals  providina 
inpatient  and  outpatient  care  to  publicly-aided  and  industrial  accident  patients 
as  well  as  charges  to  the  general  public  for  state  and  county  hospitals. 
Additionally,  the  Bureau  is  responsible  for  evaluating  contracts  between  Blue 
Cross  of  Massachusetts,  Inc.,  and  hospitals  and  making  recommendations  to  the 
Commission  concerning  these  contracts.    The  Bureau  performs  all  hospital  audits 
required  to  establish  public-assistance  rates  and  to  prepare  Blue  Cross  final 
settlements. 

The  Bureau  also  prepares  an  estimate  of  the  expected  revenue  for  the  City  of 
Boston,  Department  of  Health  and  Hospitals.  The  revenue  projection  is  required 
by  law  to  be  used  in  the  calculation  by  the  city  of  its  annual  tax  rate. 

In  1976  the  temporary  authority  to  review  charge  increases  and  proposed  new 
charges  under  Chapter  424  of  the  Acts  of  1975,  was  made  permanent  pursuant  to 
Chapter  409  of  the  Acts  of  1976. 

Finally,  the  Bureau  performs  financial  analyses  on  ma.ior  hospital  applications 
for  Determination  of  Need  approval  by  the  Department  of  Public  Health  at  the  re- 
quest of  the  Department. 

b)  Bureau  of  Long-Term  Care  Facilities 

Director:    James  E.  Sullivan 

The  Bureau  of  Long-Term  Care  Facilities  develops  the  rates  of  payment  for 
residential  care  provided  by  nursing  and  rest  homes  to  nubl icly-aided  patients. 
The  Bureau  establishes  these  rates  through  desk  and  field  audits  of  annual  cost 
reports  submitted  by  the  providers. 

c)  Bureau  of  Community  and  Non-Institutional  Services 

Pi  rector :    Joel  M.  Abrams 

The  Bureau  of  Community  and  Non-Institutional  Services  develops  reimbursement 
policies  and  rates  for  community  based  health  care  and  support  services  provided 
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to  publicly-aided  and  industrial  accident  patients.  The  programs  providing  such 
care  serve  as  alternative  delivery  systems  to  institutions  such  as  hospitals  and 
nursinn  homes.    The  emphasis  is  on  ambulatory  and  home  health  care. 

The  Bureau  also  is  responsible  for  establishing  rates  of  payment  for  services 
rendered  to  publicly-aided  and  industrial  accident  patients  by  individual  prac- 
titioners includinq  physicians,  dentists,  psycholoqists ,  private  duty  nurses, 
restorative  therapists,  and  others.    Additional  responsibilities  include  rates  for 
such  diverse  services  as  drugs,  ambulances,     orthotics,  and  other  medical  supplies. 

d)    Bureau  of  Educational  and  Social  Services 

Pi  rector:    Melvin  Green 

The  Bureau  of  Educational  and  Social  Services  develops  rates  of  reimbursement 
for  social  and  educational  programs  purchased  by  various  governmental  units. 
These  programs  include  all  services  rendered  to  children  with  special  needs, 
residential  programs  purchased  by  the  Department  of  Youth  Services,  programs  pur- 
chased under  Chapter  766  -  the  special  education  law,  and  day  care  programs. 

(4)    Support  Units  -  In  addition  to  the  four  Bureaus  of  the  Commission 
mandated  by  G.L.  c.  6A,  S.33,  the  Commission  has  established  the  Bureau  of  Policy 
and  Analysis  to  support  the  work  of  the  Commission  and  its  other  Bureaus.  The 
Commission  maintains  a  Legal  Department  designated  as  the  Office  of  the  General 
Counsel,  and  an  administrative  staff. 

a)  Bureau  of  Policy  and  Analysis 

Director:    Timothy  A.  Taylor 

The  Bureau  of  Policy  and  Analysis  provides  analytical  and  research  services 
to  the  Commissioners  and  to  other  Bureaus.    Research  and  recommendations  from 
this  Bureau  provide  guidance  to  Bureau  Directors  and  the  Commissioners  in  the  on- 
going review  and  revision  of  Commission  regulations.    The  goal  of  the  Bureau  is 
uniformity  of  reimbursement  methodologies  wherever  practicable,  pooling  of  in- 
formation, and  a  broader  understanding  of  Rate  Setting  Commission  issues. 

b)  Leaal  Department 

General  Counsel  :    Peter  R.  Leone,  Esq. 

The  Commission's  Legal  Department  is  composed  of  six  attorneys,  two  accountants, 
and  two  secretaries.    One  of  the  attorneys  works  primarily  on  Blue  Cross—Commission 
legal  matters;  a  second  works  primarily  on  Commission  hospital  and  charge  control 
matters.    Four  attorneys  handle  a  substantial  proportion  of  the  hearinqs  before 
the  Massachusetts  Division  of  Hearings  Officers.    The  two  accountants  work  with 
attorneys  on  pre-hearino  conferences  and  hearings  on  appeals  by  long  term  care 
facilities.    The  Legal  Department  in  FY  1979  handled  litigation  in  the  areas  of 
Blue  Cross,  Medicaid,  and  hospital  charne  control.    In  addition,  the  Leqal 
Department  is  responsible  for  the  monitoring  of  relevant  legislation,  appearing 
at  hearings  before  the  Massachusetts  Division  of  Hearinqs  Officers,  and  providing 
general  leqal  services  to  the  Commission. 


c)  Administration 


The  Executive  Secretary  is  responsible  for  the  Administration  of  the  day-to-day 
operation  of  the  Commission.    Included  in  these  duties  are  personnel,  budget, 
purchasinq,  security,  and  liaison  for  the  Commission  to  the  Executive  Office  of 
Human  Services  and  companion  agencies. 


E.    AFFIRMATIVE  ACTION 

On  June  22,  1977,  the  Commission  completed  and  transmitted  "A  Plan  for 
Affirmative  Action  and  Equal  Employment  in  the  Rate  Settinq  Commission"  to  the 
Office,  of  the  Director  of  Affirmative  Action,  Executive  Office  for  Administration 
and  Finance. 

The  Plan  was  approved  by  the  Director  of  The  Office  of  Affirmative  Action  on 
December  28,  1977. 

A  copy  of  the  Plan  is  available  for  public  review  at  the  Commission. 


F.    ADVISORY  COUNCIL 

(1)  Council  Structure  -  Under  the  terms  of  G.L.  c.  6A,  S.  34,  the  Commission 
is  to  appoint  an  Advisory  Council  consisting  of: 

(a)  The  Chairman  of  the  Rate  Settinq  Commission,  the  Secretaries  of  the 
Executive  Office  of  Human  Services,  Elder  Affairs,  and  Administration 
and  Finance,  and  the  Commissioners  of  the  Departments  of  Public 
Welfare,  Public  Health,  and  Education,  or  their  respective  designees. 

(b)  Eiqht  members  appointed  by  the  Commission  who  are  to  be  providers 
or  reDresentatives  of  provider  ornanizations  whose  rates  of  reim- 
bursement are  determined  by  the  Commission.    No  one  provider  qrouD 
may  have  more  than  one  representative  unless  each  provider  qrouo 
is  represented  on  the  Council.    Since  the  Rate  Settinq  Commission 
sets  rates  for  more  than  einht  classes  of  providers,  it  was  nec- 
essary for  the  Commission  to  choose  which  provider  qrouos  are  to 
be  represented  on  the  Council  on  the  basis  of  state  dollars  spent 
on  a  provider  qroup  and  Commission  plans  for  changes  in  reimburse- 
ment policies  or  methodologies. 

(c)  Eiqht  members  appointed  by  the  Commission  who  are  to  be  non-providers 
who  have  demonstrated  experience  in  the  field  of  consumer  advocacy 
and  who  have  no  financial  interest  in  any  provider  of  services 
whose  rates  of  reimbursement  are  determined  by  the  Commission.  Of 
these  eight  non-Drovider  members,  the  law  SDecifies  the  source  of 
four:    two  are  to  be  selected  from  recommendations  made  by  state- 
wide labor  organizations,  with  one  of  the  two  selected  from  re- 
commendations made  by  the  State  Labor  Council  AFL-CIO;  and  two  are 

to  be  selected  from  recommendations  made  by  statewide  organizations 
representing  the  interests  of  the  elderly. 
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(2)  Council  Meetings  -  During  fiscal  1979,  the  Council  did  not  meet. 

(3)  Operating  Procedures  -  The  official  operating  procedures  adopted  by  the 
Council  are  on  file  with  the  Commission. 


G.    HOSPITAL  POLICY  REVIEW  BOARD 


(1)  Authority  -  G.L.  c.  6A,  S.  34A  mandates  the  establishment  of  a  Rate 
Setting  Commission  Hospital  Policy  Review  Board,  consisting  of  two  members 
designated  by  the  Secretary  of  the  Executive  Office  of  Human  Services  and  nine 
members  appointed  by  the  Governor,  two  from  a  list  of  at  least  six  recommendations 
submitted  by  the  Massachusetts  Hospital  Association,  one  representing  a  teaching 
hospital  and  one  representing  a  non-teaching  hospital;  one  Dhysician  from  a  list 
of  at  least  three  recommendations  submitted  by  the  Massachusetts  Medical  Society; 

a  non-provider  member  of  the  governing  board  of  a  health  systems  agency  designated 
pursuant  to  Title  XV  of  the  federal  Public  Health  Service  Act;  one  representing 
non-profit  hospital  service  corporations  under  Chanter  176A;  one  representing 
companies  authorized  to  sell  accident  and  health  insurance  under  Chapter  175;  and 
three  non-providers  with  experience  in  or  knowledge  of  the  delivery  or  financing 
of  hospital  services  and  who  shall  represent  the  interests  and  concerns  of 
business,  labor,  and  the  elderly,  respectively. 

(2)  Structure  -  The  Board  is  composed  of  the  following  members  who  have  been 
appointed  by  the  Governor: 


Name 


Representing 


Louis  Alfano,  M.D, 
Paul  Vi el  kind 
Richard  Mills 
Arthur  Carty 
Henry  DiPrete 
Will iam  SI  usher 
Martin  Berger 
Daniel  Foley,  Jr. 
Richard  Rowland 


Physicians 

Teaching  Hospitals 

Community  Hospitals 

Blue  Cross  of  Massachusetts 

Other  Health  Insurance 

Health  Systems  Agencies 

Labor 

Business 

Elderl v 


Inc, 


(3)  Purpose  -  The  Board  is  charged  to  review  and  make  comments  to  the 
Commission  with  respect  to  proposed  regulations  or  rules  of  the  Commission  issued 
pursuant  to  G.L.  c.  6A,  SS.  37-45,  inserted  by  Chapter  40Q  of  the  Acts  of  1976, 
within  thirty  days  receipt  of  proposed  rules  or  regulations;  and,  to  report 
periodically  at  least  as  often  as  annually  to  the  Governor  and  General  Court, 
with  copies  to  the  Joint  Legislative  Committee  on  Health  Care,  on  its  findings, 
opinions,  and  recommendations  for  legislation. 

(4)  Meetinns  -  The  Board  is  required,  by  law,  to  meet  at  least  four  times 
annually.    In  fiscal  year  1979,  the  Board  held  twelve  meetings. 

(5)  Operating  Procedures  -  The  official  operating  procedures  adopted  by 
the  3oard  are  on  file  with  the  Commission. 
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II.    THE  FORMULATION  OF  REIMBURSEMENT  POLICY:    ANALYSIS  OF  COMMISSION  ACTIVITY  BY 
BUREAUS  AND  SUPPORT  UNITS 

A.    BUREAU  OF  HOSPITALS 

Introduction 

The  RSC's  governing  statute  specifically  reguires  that  there  be  a  Rureau  of 
Hospitals.    This  Bureau  carries  out  a  range  of  hospi tal -rel ated  responsibilities 
which  have  been  given  to  the  Commission.    These  responsibilities  are  described 
below. 

Hospital  Bureau  Responsibilities  -  Overview 

The  Bureau's  major  responsibilities  include: 

1)  establishment  of  prospective  rates  of  payment  for  hospitals  for  publicly- 
aided  patients; 

2)  review  and  approval  of  contracts  between  Blue  Cross  of  Massachusetts,  Inc. 
and  hospitals  and  approval  of  rates  developed  under  such  contracts; 

3)  performance  of  all  hospital  audits  reguired  in  establishing  public 
assistance  rates  and  preparation  of  Blue  Cross  final  settlements; 

4)  prospective  review  and  approval  of  budgets  of  all  hospitals; 

5)  performance  of  financial  analyses  when  reguested  by  the  Department  of 
Public  Health  of  applications  for  Determination  of  Need; 

6)  continued  research  and  implementation  under  a  federal  contract  for  develop- 
ment of  a  prospective  budget  approval  program  for  hospitals. 

The  diversity  of  these  responsibilities  has  provided  the  Bureau  with  unigue 
experience  in  a  number  of  areas.    For  example,  Massachusetts  is  the  only  state 
which  both  administers  a  budget  approval  proaram  and  has  the  capacity  to  under- 
take annual  field  audits  of  all  hospitals.    This  has  allowed  the  Bureau  to  develoo 
an  understanding  of  hospital  reimbursement  from  a  variety  of  perspectives.  This 
understanding  is  an  invaluable  asset  to  the  Commission  as  it  endeavors  to  establish 
and  monitor  the  performance  of  reaulation  designed  to  encourage  efficient  delivery 
of  needed  hospital  services. 

Hospital  Bureau  Responsibilities  -  Specific  Activities 
(1)    Publ icl v-Aided  Reimbursement 

The  Rate  Setting  Commission  annually  sets  rates  of  reimbursement  to  hospitals 
for  inpatient  and  outpatient  services  provided  to  publicly-aided  persons.  These 
rates  for  approximately  200  acute  and  chronic  hospitals  are  established  effective 
October  1  of  each  year  in  order  to  coincide  with  the  hospital's  fiscal  year  and  are 
used  by  such  aqencies  as  the  Department  of  Public  Welfare  and  the  Office  of  the 
Commissioner  of  Veterans  Services. 

The  largest  group  of  public  assistance  patients  usina  inpatient  services  are 
those  covered  by  the  Medicaid  Drogram.    This  pronram  has  projected  approximately 
$437  million  in  hospital  payments  for  1980.    (50%  of  this  amount  will  be  paid  by 
the  federal  government).    To  qualify  for  federal  participation  in  the  Medicaid 
program,  the  Commission  must  comply  with  federal  law  and  reaulations  in  develooinn 
inpatient  hosm'tal  costs  for  Medicaid  patients.    Federal  law  requires  that  such 
rates  be  based  on  "reasonable  costs"  incurred  by  the  hosm'tals  in  providinq  those 
services. 
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The  Department  of  Health,  Education,  and  'lei fare  has  Generally  required 
States  to  use  the  Medicare  methodoloqy  for  developinq  inpatient  rates.  Medicare 
has  historically  allowed  virtually  all  costs  in  allowable  cateaories  as  incurred 
by  hospitals.    Many  health  economists  believe  that  the  use  of  this  type  of  "open- 
ended"  reimbursement  aporoach  has  contributed  siqnif icantly  to  the  inordinate 
inflation  in  hospital  costs  durinq  the  last  decade. 

In  1972,  the  Conqress  authorized  HEW  to  allow  States  to  develop  other  reasonable 
cost-based  methods  as  alternatives  to  that  used  bv  Medicare.  Massachusetts  is  one 
of  the  few  States  which  has  taken  advantaqe  of  this  flexibility.  Throuah  the  Rate 
Settinq  Commission,  the  Commonwealth  has  chosen  to  develop  a  system  which  does  not 
equate  "reasonable  costs"  with  what  the  hosoital  actually  spent.  The  Commission 
feels  that  "reasonable"  refers  to  what  a  hospital  properly  should  spend  and  that  a 
reimbursement  methodoloqy  should  contain  provisions  encouraqinq  hospitals  to  main- 
tain spendinq  at  that  level  of  "reasonableness." 

The  rate  settinq  method  used  by  the  Commission  for  Medicaid  patients  is  pro- 
spective in  nature.    That  is,  the  rate  is  determined  at  the  beqinninq  of  the 
hospital's  fiscal  year,  and  may  be  varied  only  for  specific  reasons  such  as  new 
Determination  of  Need  approved  projects.    If  the  hosoital  incurs  costs  less  than 
what  the  rate  would  reimburse,  the  hospital  may  keep  its  savinqs.    If  the  hospital 
incurs  costs  above  the  rate,  and  these  costs  do    not  qualify  for  special  treatment, 
the  hospital  must  fund  the  shortfall.    Thus,  the  system  provides  incentives  for 
efficiency  on  the  part  of  hospitals. 

The  prospective  rate  is  developed  from  each  individual  hospital's  historic 
costs  and  produces  an  all-inclusive  per  diem  rate.    Hospital  costs  in  a  base 
year  (two  years  prior  to  the  year  for  which  rate  is  beinq  set)  are  trended  forward 
based  on  a  standard,  composite  inflation  factor.    The  assumption  made  in  the  use 
of  the  historical  cost-based  prospective  reimbursement  method,  which  is  critical 
to  hospital  cost  control,  is  that  hospitals  should  experience  inflation  common  to 
that  in  the  economy  at  larqe,  rather  than  some  unique  hospital -specif ic  rate  of 
inflation. 

Another  assumption  is  that  the  Commonweal th  should  not  be  payina  for  under- 
utilized, and  therefore,  unnecessarily  expensive  hospital  facilities.    A  hospital, 
therefore,  may  be  penalized  by  a  reduction  in  its  publicly-aided  rate  if  it  falls 
below  a  certain  minimum  number  of  patient  days  in  the  base  year.    This  is  known  as 
an  occupancy  penalty  and  has  as  its  qoal  the  elimination  of  underutilized  hospital 
facilities  with  a  consequent  reduction  in  cost  to  the  Commonwealth. 

Rates  set  for  hospitals  are  also  limited  by  calculation  of  charqes  to  the 

qeneral  public  for  a  day  of  hospital  care,  since  rates  paid  by  purchasinq  state 

aqencies  for  services  to  pub! icl v-aided  individuals  are  prohibited  by  law  from 
exceedinq  rates  paid  by  the  qeneral  public. 

Durinq  1977,  the  Commission  proposed  an  admendment  to  its  State  Plan  for 
Medicaid  inpatient  hosoital  reimbursement  which  further  developed  the  prospective 
system.    The  amendment,  approved  by  HEW  in  December  1977  to  be  effective  January  1, 
1978,  provided  for  the  followinq:    1)    more  strinqent  occupancy  standards  con- 
sistent with  the  state  policy  of  reducinq  excess  beds;  2)    a  limit  on  recoqnized 
base  year  costs;  3)    establishment  of  a  new  rate  for  administratively  necessary 
days;  and  4)    introduction  of  the  Medicare  routine  per  diem  limitation  into  the 
Medicaid  rate. 
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Publicly-aided  outpatient  rates  are  expressed  as  a  percentage  of  charges. 
This  percentage  represents  the  relationship  between  total  outpatient  costs  and 
total  outpatient  gross  revenues.    An  outpatient  rate  may  not  exceed  100"  of 
charges.    As  with  the  inpatient  rate,  there  is  no  final  settlement  for  outpatient 
services  rendered  to  publicly-aided  individuals. 

The  method  used  by  the  Commission  to  calculate  publicly-aided  rates  of  reim- 
bursement is,  in  sum,  premised  upon  cost  control  objectives.  It  is  sensitive  to 
the  need  to  restrain  the  exDenditures  of  the  Commonwealth  for  inpatient  and  out- 
patient hospital  care  and  to  changes  in  inflation,  volume,  and  services. 

(2)    Blue  Cross 

Under  M.6.L.  c.  176A,  S.  5  the  Commission  was  given  the  authority  to  review  and 
approve  proposed  contracts  between  Blue  Cross  and  hospitals  and  rates  developed 
under  these  contracts.    The  Commission  also  performs  an  annual  field  audit  of  every 
hospital  to  satisfy  the  requirements  of  Blue  Cross  and  Medicaid. 

Blue  Cross  of  Massachusetts  currently  covers  approximately  30%  of  the  charges 
for  hospital  services  in  the  Commonwealth.    A  characteristic  which  makes  Blue 
Cross  unique  among    private  insurors  is  that  a  hospital  can  choose  to  contract 
with  Blue  Cross  and  be  reimbursed  directly  for  services  provided  to  subscribers 
on  the  basis  of  "reasonable  cost."    Several  such  contracts  are  used  by  Blue  Cross. 
They  differ  with  respect  to  the  type  of  provider  which  is  eliqible  to  sign  and 
the  definition  of  reimbursable  cost.    The  following  table  summarizes  Blue  Cross 
contractual  arrangements  with  providers  in  the  Commonwealth: 

Contract  Provider  Type  Number  Covered 

Participating  Hospital  licensed  general  117 

Agreement  hospitals 


Cooperating  Hospital 

licensed  chronic 

13 

Agreement 

licensed  rehabilitation 

5 

(2  on  ECF  agreement) 

licensed  mental 

31 

Specialty  Hospital 

licensed  as  general  acute 

1 

for  limited  purpose 


The  Participating  Hospital  Agreement  is  by  far    the  most  significant  in  that 
is  applies  to  the  largest  number  of  facilities  and  governs  the  most  dollars.  It 
is  renegotiated  at  regular  intervals  by  Blue  Cross  and  the  Massachusetts  Hospital 
Association  (representing  the  hospitals).    The  current  agreement  (HA-27)  covers 
three  fiscal  years  -  1978  through  1930.    It  is  the  applicable  document  for  all 
general  hospitals  but  can  be  amended  to  reflect  the  concerns  of  individual 
hospital  s. 

All  contracts  between  Blue  Cross  and  hospitals  are  subject  to  Rate  Setting 
Commission  approval  under  the  provisions  of  M.O.L.  c.  176A,  S.  5.    When  the 
Commission  is  presented  with  the  first  signed  agreement,  a  public  hearing  is 
scheduled  to  elicit  comments  on  the  contract  as  proposed  by  Blue  Cross  from  hospi- 
tals and  other  interested  parties.    The  Commission  has  begun  in  recent  years  to 
take  a  more  active  approach  to  its  contract  approval  responsibility  by  identifying 
early  in  the  negotiation  process  issues  which  it  would  like  to  see  addressed.  The 
Commission  intends  to  be  particularly  active  in  the  development  of  HA-28. 


-12- 


Under  the  terms  of  HA-27,  Blue  Cross  reimburses  a  hospital  at  the  lower  of  its 
"reasonable  cost"  or  its  charges.    The  significant  aspects  of  the  Blue  Cross 
definition  of  reasonable  cost  are  as  follows: 

1)  Costs  are  determined  retrospectively.    Blue  Cross  pays  the  hospital  during 
the  year  a  percentage  of  the  charges  for  its  subscribers.    This  percentage  is  re- 
ferred to  as  the  payment  on  account  factor  (PAF).    Blue  Cross1  final  liability  is 
determined  at  year  end  after  the  audit  has  been  performed.    The  final  settlement 
process  compares  the  final  Blue  Cross  liability  to  Blue  Cross  interim  payments  and 
calculates  the  amount  owed  by  or  to  each  hospital. 

2)  Reimbursable  cost  is  defined  in  the  contract  throunh  two  general  provisions. 
The  first  lists  certain  inclusions,  exclusions,  and  deductions  which  shall  be  used 

in  computing  reasonable  cost.  The  second  recognized  the  Commission's  final  authority 
for  interpreting  what  constitutes  a  reasonable  cost  under  M.G.L.  c.  176A,  S.  5. 

3)  Depreciation  expense  for  building,  fixed  equipment,  and  major  movable 
equipment  is  recognized  as  the  cost  of  replacing  the  asset. 

4)  Bad  debt  and  free  care  write-offs  for  covered  services  are  recognized  at 
cost.    Blue  Cross  will  reimburse  a  percentage  equal  to  its  participation  in  the 
hospital . 

5)  The  working  caDital  needs  of  a  hosDital  are  recognized  throuqh  the  Blue 
Cross  method  of  payment.    The  "sight  draft"  system  allows  a  hospital  immediate 
payment  for  Blue  Cross  inpatients.    For  outpatient  claims  or  patients  with  long 
lengths  of  stay  a  hospital  can  receive  advance  "current  financing"  payments. 

6)  Certain  limitations  are  placed  on  the  amount  by  which  reimbursable  cost 
can  increase  from  one  year  to  the  next.    Allowances  are  made  for  inflation, 
volume  changes,  costs  beyond  the  hospital's  control,  and  other  cost  '"passthroughs. " 
These  limitations  are  referred  to  as  the  "cost  containment"  section  of  the  contract. 
The  adjustments  are  similar  but  not  identical  to  those  used  under  Chapter  409. 

The  primary  difference  is  that  the  passthrough  allowances  are  more  generous  under 
the  Blue  Cross  contract. 

(3)    Chapter  ^09  of  Acts  of  197P 

Prospective  budneting  is  nainina  suooort  as  the  Preferable  reoulatory  approach 
to  hospital  cost  containment.    On  both  the  state  and  federal  level,  studies  and 
experiments  are  being  conducted  to  develon  feasible  and  effective  means  of  con- 
taining costs.    The  abilitv  to  contain  hospital  costs  is  considered  a  necessary 
prereouisite  to  national  health  insurance. 

On  April  1,  1974,  as  a  result  of  growinq  state  concern  over  raDidly  increasing 
Medicaid  expenditures,  the  Rate  Setting  Commission  implemented  regulations  man- 
dating the  use  of  prospective  rates  for  inpatient  hospital  services  provided  to 
Medicaid  and  other  public  assistance  oatients.    (See  above.)    One  of  the  principal 
difficulties  with  the  prospective  Medicaid  system  was  the  inability  to  control 
hospital  expenditures  over  time.    Because  Medicaid  has  traditionally  accounted  for 
only  about  10%  of  total  hosDital  revenues,  hospitals  were,  in  the  past,  able  to 
incur  expenses  which  were  supported  by  other  payors  althounh  disallowed  by  Medicaid. 
Costs  not  recoonized  by  Medicaid  were  still  incurred  because  other  payors  provided 
the  necessary  revenue,  and  those  costs  eventually  became  reimbursable  when ^ that 
rate  year  became  the  base  year  uoon  which  subsequent  Medicaid  rates  determined. 
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This  dynamic  made  clear  that  an  effective  method  of  controlling  the  cost  of 
Medicaid  must  also  include  the  capacity  to  control  total  hospital  expenditures. 
On  April  15,  1975,  the  Governor  appealed  to  the  State  Legislature  to  impose  an 
immediate  emerqency  freeze  on  all  hosnital  charnes  while  a  comprehensive  hosnital 
cost  control  system  was  develoned.    HosDitals  successfully  founht  the  Governor's 
proposal  and,  throunh  a  negotiated  compromise,  the  General  Court  enacted  Chapter 
424,  an  interim  measure  intended  to  regulate  rather  than  freeze  charne  increases 
until  a  permanent  comprehensive  cost  control  program  could  be  develoned  and  adopted. 

The  primary  statutory  purpose  of  Chapter  424  was  to  avoid  excessive  charoe  in- 
creases bv  hospitals  anticipation  a  permanent  nronram.    The  process  developed  to 
achieve  this  nurpose  was  a  charae  aDoroval  pronram.    A  hospital  pronosinn  to 
modify  charges  had  to  have  the  chances  reviewed  and  approved  by  the  Commission 
prior  to  implementation. 

Under  the  system  authorized  by  Chapter  424,  requests  for  charges  were  evaluated 
by  applying  a  series  of  screens  to  hosm'tal  cost  and  budnet  submissions.    Costs  in 
excess  of  those  allowed  by  the  screens  were  subtracted  from  the  base  used  to  calcu- 
late allowable  revenue.    Total  allowable  revenue  was  computed  by  permittinq  the 
hospital  to  earn  no  more  than  a  fixed  marqin  above  total  allowable  costs.  This 
margin  was  established  to  allow  a  hospital  to  cover  its  financial  requirements,  but 
to  prevent  charqe  increases  requested  in  anticipation  of  a  more  stringent  permanent 
program  rather  than  in  response  to  actual  increases  in  hospital  costs. 

In  October,  1976,  the  Legislature  enacted  Chapter  409  of  the  Acts  of  1976. 
This  statute  established  the  permanency  of  the  prospective  charge  review  system 
instituted  under  Chapter  424  and  adopted  the  major  provisions  of  Chapter  424  as 
permanent  sections  of  the  new  law.    In  addition,  Chapter  409  mandated  a  specific 
schedule  for  the  gradual  implementation  of  new  methodologies.    This  timetable  re- 
quired two  major  changes  in  the  interim  system  implemented  under  Chapter  424. 

The  first  major  channe  was  the  transition  -from  a  charqe  review  process  to  a 
permanent  pronram  based  on  the  approval  of  hosnital  budaets.    Chapter  409  mandated 
that,  beginning  with  FY  1978,  the  budget  of  every  hospital  must  be  reviewed  and 
aDoroved  annually  by  the  Commission  whether  or  not  a  modification  of  charges  is 
proposed.    Startinn  with  FY  1979,  new  definitions  of  "total  patient  care  charges" 
and  "total  patient  care  costs"  were  reguired  to  be  developed  and  used  in  the 
review  process. 

The  second  major  chanae  mandated  by  Chapter  ^0Q  was  that  the  Conmission,  bv 
October  1,  1979,  adoDt  a  methodology  for  comparing  hospital  costs.    This  cost 
comparison  methodolony  was  intended  to  oermit  the  Commission  to  evaluate  the 
reasons  bleness  of  base  year  costs;  prior  to  FY  1980,  only  incremental  costs  were 
analyzed. 

The  advent  of  Chanter  409  coincides  with  a  sharo  decline  in  Massachusetts 
hospital  costs.    Table  one  shows  the  patterns  of  hospital  cost  increases  in 
Massachusetts  and  elsewhere. 

Table  One 

Annual  Cost  Increases  ("') 
Massachusetts  U.S. 
(Fiscal  Yean       (Calendar  Year) 

75/76  14.9  19.1 

76/77  11.5  15.6 
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(Fiscal  Year)  (Calendar  Year) 


77/78  8.9  13.3 

78/79  8.5  (budqeted)  12-14 

For  FY  1979  the  Commission  adopted  a  transitional  aoproach.    The  objective 
was  to  revise  reasonable  financial  requirements  to  meet  those  reauirements  pre- 
viously satisfied  bv  the  cost  to  charae  ratio  but  to  avoid  re-definitions  which 
would  require  consideration  of  non-patient  fundinq  sources.    Rudqet  year  reasonable 
financial  requirements  were  defined  as  follows: 

Operating  Requirement  -  Budqet  year  operatinq  expenses  limited  by  the  base 
year  operatinq  expenses  adjusted  for  inflation,  volume,  and  costs  beyond  control. 

Capital  Requirement  -  Interest  expense,  buildinq  and  fixed  equipment  historical 
depreciation,  major  movable  equipment  replacement  value  depreciation. 

Working  Capital  Requirement  -  The  qrowth  in  the  net  accounts  receivable  of 
charqe  paying  and  Medicaid  receivables.    Blue  Cross  and  Medicare  were  excluded 
because  these  payors  recoqnize  the  workinq  capital  needs  associated  with  the 
services  rendered  to  their  beneficiaries. 


In  order  for  net  patient  revenue  to  equal  reasonable  financial  requirements,  it 
was  necessary  that  the  charqe  payinq  patients  fully  absorb  the  deductions  from  gross 
revenue;  i.e.,  third  party  contractual  adjustments,  bad  debt,  and  free  care.  The 
responsibility  for  the  deductions  from  revenue  was  the  primary  cause  for  the  large 
potential  increase  in  charqes  observed  last  year  as  shown  in  Table  Two. 


Table  Two 
Gross  Patient  Service  Revenue 
^Growth 

(Weighted  Mean) 
Base-to-intermediate  9.82 

1977-  1978 

Intermediate-to-Approved  14.75 

1978-  1979 

Intermediate- to-Maximum  28.42 
Allowable 
1978-1979 


Net  Patient  Service  Revenue 

0/ 


Growth 

(Weighted  Mean^ 
Base- to-Intermediate  8.51 

1977-  1978 

Intermediate-to-Approved  11.52 

1978-  1979 

Intermediate -to -Maximum  13.17 
Allowable 
1978-1979 


During  FY  1979,  RSC  staff  continued  to 
issues.    These  issues  included: 

1)  inflation  adjustments 

2)  volume  adjustments 

3)  working  capital  needs 


investigate  a  number  of  key  reimbursement 


4)  depreciation  allowances 

5)  orouDings 

6)  cost-saving  incentives 
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After  a  series  of  consultative  sessions,  the  Commission  proposed  requlations 
on  June  28,  1979.    These  requlations  refined  the  budqet  review  methodoloqies  and 
introduced  cost  control  incentives.*    Areas  affected  by  channes  made  in  these 
requlations  were  the  followinq: 

(a)  Inflation  -  In  FY  1979,  hospitals  received  inflation  adjustments  which 
were  calculated  usinq  15  cost  categories  and  proxy  inflation  indicators  fron 
the  general  economy.    For  FY  1980,  the  Commission  has  prooosed  to  allow  the 
hospitals  to  choose  whether  to  use  the  existinq  indicator  system  or  move  to  a 
more  sophisticated  79  indicator  approach.    In  addition,  the  Commission  has  pro- 
posed to  continue  its  practice  of  updatinq  its  inflation  adjustment  once  actual 
data  are  available. 

(b)  Volume  Adjustments  -  In  FY  1979,  hospitals  received  full  averaqe  costs  for 
the  first  3%  of  volume  increases  plus  40°<  of  averaqe  costs  for  increases  over  3%. 
They  received  full  averaqe  costs  for  the  first  5%  of  volume  decreases  plus  60°;  of 
average  costs  for  volume  decreases  over  5%. 

Hospitals'  costs  increase  with  hiqher  volumes,  but  they  do  not  or  should  not 
increase  at  the  full  averaqe  cost.    Similarly,  hospitals  can  and  should  cut  some 
costs  when  volume  declines.    Therefore,  for  FY  1980  the  Commission  has  proposed  to 
eliminate  the  3%  corridor  for  volume  increases  and  reduce  the  5%  corridor  to  a 
2%  corridor  for  volume  decreases.    These  chanaes,  as  orooosed,  apply  only  to  FY  79  - 
to  -  FY  30  volume  chanaes  --  the  old  rates  will  be  in  effect  for  FY  78  to  FY  79 
chanaes.    In  addition,  while  the  FY  78  to  FY  79  volume  adjustments  were  applied  to 
costs  after  stepdown,  the  FY  79  to  FY  80  adjustments  are  proposed  to  be  calculated 
on  direct  costs. 

(c)  Working  Captial  -  In  FY  1979,  hospitals  were  qranted  a  working  capital 
adjustment  for  their  Medicaid  and  charge-pay  patients.**  This  adjustment  was  in- 
tended to  meet  some  previously  unrecognized  cash-flow  needs.    However,  examination 
of  the  methodology  adopted  for  FY  1979  revealed  that  it  did  not  take  into  account 
the  use  of  current  liabilities  to  finance  growth  in  accounts  receivable. 

For  FY  1980,  Commission  has  proposed  to  apply  the  percentage  in  operating  and 
capital  needs  to  FY  1979  net  accounts  receivable  to  determine  the  growth  of  working 
captial  needs.    A  2:1  ratio  will  be  applied  in  recognition  of  the  use  of  current 
liabilities  to  finance  accounts  receivable  and  the  generally  healthy  nature  of  a 
2:1  current  ratio. 

(d)  Depreciation  Allowances  -  For  FY  1979,  the  RSC  recognized  replacement 
value  depreciation  for  major  movable  equipment.    This  allowance  was  granted  in  the 
interest  of  enabling  hospitals  to  internally  finance  equipment  needs.  However, 
this  change  was  made  in  anticipation  of  broader  payor  involvement. 


*The  FY  1980  proposed  regulations  are  currently  beina  challenged  by  Massachusetts 
Hospital  Association. 

**Blue  Cross  meets  working  capital  needs  through  a  "current  financing"  proaram 

and  Medicare  uses  a  "periodic  interim  payment  (PIP)  system. 
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Since  other  pavors  are  not  participating,*  since  hospitals  are  allowed  to 
lease  or  debt  purchase  equipment,  and  since  non-operating  revenues  are  not  being 
offset,  the  Commission  has  proposed  to  return  to  the  historical  cost  depreciation 
method  used  by  Medicaid  and  Medicare  for  the  FY  1980  budqet  reviews. 

(e)  Groupings  -  The  Chapter  409  leaislation  requires  the  RSC  to  do  base  cost 
analyses  by  October  1,  1979.    The  Commission  has  recognized  that  grouping  analyses 
are  complicated  and  that  further  discussion  would  be  advisable.    Therefore,  the 
Commission  has  proposed  to  incornorate  groups  into  the  reaulations  but  to  minimize 
their  impact  on  reimbursement.    The  arouping  adjustment,  to  be  implemented  for  the 
first  time  in  FY  80,  is  proposed  to  be  applied  to  hospitals  which  fall  two  standard 
deviations  or  more  above  the  mean  cost  for  their  respective  nroups.    For  those 
hospitals,  a  disallowance,  however,  will  not  exceed  one  percent  (lc/)  of  patient 
care  costs.    The  Commission  will  listen  to  explanations  of  cost  discrepancies  by 
individual  hospitals  and  will  hold  additional  groupings  discussions  through  the 
fall  of  1979. 

(f)  Cost  Savings  Incentives  -  Hospital  spokesmen  often  assert  that  reimburse- 
ment systems  penalize  them  for  holding  down  on  cost  increases.    In  response  to 
these  complaints,  the  Commission  has  proposed  a  "cost  savings  incentive"  proposal 
for  FY  1980.    This  proposal  would  establish  an  allowable  budget  year  cost  for  each 
hospital.    This  established  cost  would  be  used  in  the  calculation  of  financial  re- 
quirements in  subsequent  years.    This  approach  would  reward  hospitals  which  incur 
costs  lower  than  the  established  budget  amount  by  allowing  them  to  keep  the  savings 
without  having  their  future  allowable  costs  reduced.    Hospitals  which  incur  costs 
above  the  established  budget  amount  would  have  those  excess  costs  removed  from  their 
allowable  costs  in  future  years.    This  modification  would  introduce  cost  control 
incentives  while  enabling  hospitals  to  improve  their  financial  positions.  Hospitals 
could  generate  operating  surpluses  by  cutting  costs  below  projected  expense  levels. 

(4)  Financial  Analysis  of  DON  Applications 

The  RSC  staff  and  the  DON  oroaram  staff  have  recognized  that  in  order  to  en- 
sure a  consistent  state  policy  a  cooDerative  effort  between  agencies  must  exist. 
However,  the  information  provided  in  DON  applications  prior  to  introduction  of  the 
DON  Application  Kit  was  not  adeauate  for  financial  analysis.    Introduction  of  the 
Kit  in  January  1978  has  resolved  this  problem  and  the  Hospital  Bureau  will  become 
more  active  in  assisting  DON  and  HSA  staffs  in  the  performance  of  financial 
analyses . 

Through  an  informal  agreement  between  RSC  and  the  DON  program,  the  RSC,  at 
the  request  cf  DON  oroaram  director,  analyzes  the  impact  of  the  capital  costs  of 
major  DON  applications.    The  Commission  will  on  occasion  also  comment  on  the 
financial  feasibility  and  operation  impact  of  those  applications. 

(5)  Federal  Contract 

With  a  backqround  of  rapidly  risinc  hospital  costs  and  newly  enacted  hospital 
cost  and  charge  control  legislation,  the  Massachusetts  Rate  Setting  Commission  (RSC) 
submitted  a  proposal  to  the  Department  of  Health,  Education  and  Welfare  to  carry  out 


*Blue  Cross  pays  prior  level  depreciation  in  all  physical  assets. 
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developmental  research  in  the  area  of  prospective  hospital  budqet  approval  and 
cost  containment.    The  Commission  perceived  funds  from  a  federal  contract  which 
would  provide  the  necessary  resources  to  develoo  new  and  more  refined  methodologies 
for  the  Massachusetts  Budqet  Approval  proqram  which  by  statute  was  scheduled  to  be 
phased  in  over  a  period  of  four  years. 

On  September  30,  1976,  the  Commission  was  awarded  a  two-year,  cost  sharing 
contract  by  the  Social  Security  Administration  (the  contract  was  transferred  to 
the  Health  Care  Financinq  Administration  after  the  reorganization  of  HEM).  The 
RSC-Federal  Project  was  desiqned  to  proceed  in  several  phases: 

1)  systems  and  project  review  and  data  determination 

2)  data  base  and  research  desiqn  development 

3)  initial  methodoloqy  development 

4)  final  budqet  approval  proqram  development 

5)  preparation  for  implementation 

Work  on  the  contract  beqan  December  1,  1976.    During  the  initial  two-year  con- 
tract, research  was  completed  in  all  project  areas,  preoaration  for  the  implementa- 
tion of  new  methodologies  was  begun,  and  areas  for  further  research  and  refinement 
were  identified. 

Durinq  the  time  encompassed  by  this  annual  report,  the  final  six  months  of  the 
original  contract  was  completed  and  work  was  begun  on  the  first  six  months  of  a 
fourteen-month  extension  of  that  contract.    The  extension  involved  refinement  of 
a  number  of  areas  of  the  research  but  the  principal  focus  was  the  implementation  of 
the  original  research  results  where  feasible. 

In  addition  to  the  issues  discussed  in  Section  (3),  the  following  areas  of 
research  were  included  under  the  contract  extension: 

(a)  Data  Base  -  The  initial  computerized  1976  data  base  continuing  hosDital 
cost,  revenue  and  statistical  information  for  all  non-federal  acute  care  facilities 
in  Massachusetts  was  consolidated  with  physician,  patient  diagnostic  and  census 
data.    During  this  past  year  hospital  cost  revenue  and  statistical  information  was 
collected,  prescreened ,  keypunched  and  edited  for  FY  1977.    At  present  that  process 
is  well  underway  for  FY  1978  data.    To  calculate  the  impact  of  the  Chapter  409 
prospective  budoet  review  system,  additional  cost  and  revenue  information  was 
computerized  from  FY  1979  approval  budgets. 

(b)  Case  Mix  -  Project  and  Commission  staff  have  spent  considerable  time  ex- 
ploring sources  for  diaanostic  data  on  all  acute  care  hospitals  in  Massachusetts 
to  be  used  in  calculatinq  case  mix  indices.    The  current  strateqy  is  to  work  with 
the  Health  Data  Consortium  (HDC)  whose  mandate  is  to  obtain  this  data  and  provide 
reports  upon  request  from  both  HDC  members  and  other  outside  interested  parties. 
If  HDC  is  unable  to  obtain  data  in  a  complete  and  timely  fashion,  the  Commission 
is  prepared  to  use  its  regulatory  powers  to  obtain  the  data  directly  from  the 
hospitals. 

(c)  Planning  -  The  Rate  Settinq  Commission  subcontracted  with  the  Office  of 
State  Health  Planning  (OSHP),  the  planninq  office  within  the  desiqnated  state 
agency  (SHPDA)  in  Massachusetts,  to  establish  formal  health  ol anninq-rate  settinq 
coordination  with  resnect  to  hospitals.    The  Commission  perceived  that  its  financial 
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expertise  could  provide  additional  resources  to  the  planning  process  and  that 
possibly  some  planninn  concerns  and  methodologies  could  be  incorporated  into  the 
Budget  Approval  Program. 

The  areas  of  coordination  which  were  identified  and  are  being  carried  out 
under  the  subcontract  are: 

1)  development  of  standards  and  criteria  for  the  Certificate  of  Need  process. 
The  development  is  an  ongoinq  activitv  of  the  Office  of  State  Health  Planning. 
With  the  resources  provided  by  the  contract,  the  Commission  has  beccme  involved  in 
the  standards  and  criteria  generic  process,  particularly  in  the  financial  area. 
Standards  and  criteria  development  for  psychiatric  inpatient  beds,  neonatal  units, 
laboratory  services,  CT  scanners  and  overall  hospital  financial  position  has  been 
undertaken  during  the  contract  period. 

2)  participation  in  the  Certificate  of  Need  process.    The  Certificate  of  Need 
program  staff  and  Commission  staff  recognized  that  in  order  to  ensure  a  consistent 
state  policy  a  cooperative  effort  between  the  agencies  throughout  the  entire  process 
must  exist.    This  mechanism  was  established  by  RSC  staff  participation  in  the 
standards  and  criteria  development  process,  in  the  development  of  new,  more  detailed 
application  forms,  and  in  the  establishment  of  a  monitoring  system  whereby  approved 
projects  are  evaluated  for  adherence  to  approved  project  parameters. 

Under  an  additional  subcontract  with  OSHP,  work  is  currently  beinn  carried  out 
in  the  implementation  of  the  financial  standards  and  criteria.    Another  major 
area  is  the  establishment  of  a  Health  System  Development  Fund  (HSDF)  which  would 
encourage,  through  the  technical  and  financial  resources  of  the  state,  the  closure 
of  unnecessary  hospital  facilities,  the  merger  of  discrete  services  and  hospitals, 
and  the  conversion  of  costly  facilities  to  different  modes  of  care.    The  other 
major  area  is  linkage  of  capital  allowances  and  appropriateness  reviews.  Each 
HSA  is  mandated  to  conduct  an  appropriateness  review  within  five  years  after  full 
designation.    Extensive  studies  must  be  conducted  to  assess  the  appropriate  impact 
of  these  reviews  on  the  methodolooy  used  by  RSC  to  set  capital  allowances  under  its 
budget  review  system. 

(d)    Uniform  Reporting  -  Under  the  first  two  years  of  the  project,  a 
Massachusetts  Hospital  Uniform  Reporting  Manual  (HURM)  was  developed  and  instituted 
for  FY  1979  cost  reporting.    Under  the  extension  of  the  contract,  RSC  has  aqreed 
to  phase  SHUR  in  over  a  two-year  period  as  a  demonstration  project  for  HCFA.  Work 
has  begun  in  comparing  the  differences  between  HURM  and  SHUR  and  making  changes 
since  HURM  was  originally  desianed  to  be  compatible  with  SHUR.    Most  cost  center 
definitions  will  be  implemented  for  FY  1980;  however,  the  natural  classification 
of  expenses  will  be  implemented  in  the  followinn  year  if  thev  are  included  in  the 
final  SHUR  system. 

Work  will  continue  on  the  above  contract  areas  and  close  consultations  will 
continue  with  the  Financial  Requirements  Task  Force,  the  Hospital  Policy  Review 
Board  and  individual  members  of  the  hospital  industry.    There  will  also  be  close 
cooperation  between  project  staff  and  409  operational  staff-.    The  focus  is  on 
refinement  of  research  results  and  methodologies  with  a  strono  commitment  to 
practical  implementation  and  impact. 
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B.    BUREAU  OF  LONG  TERM  CARE  FACILITIES 


( 1)  Reimbursement  System 

The  Bureau  of  Lom  Term  Care  annually  sets  rates  of  reimbursement  for  Lonq- 
Term  Care  providers  of  services  to  publicly-aided  patients.    The  method  used  is 
retrospective  in  that  the  Commission  establishes  a  per  diem  rate  for  each  provider 
based  on  its  own  individual  and  historical  cost  experience. 

Each  of  the  approximately  75fi  nursinn  and  rest  homes  that  provide  services  to 
publicly-aided  patients  is  issued  an  interim  rate  based  on  its  most  recently  filed 
cost  report.    The  interim  rate  is  effective  July  1st  of  each  year  while  the  cost 
report  is  filed  on  a  calendar  year  basis.    A  cost  adjustment  factor  is  computed 
into  the  interim  rate  to  make  is  relevant  to  current  cost  experience.    In  addition, 
certain  values  are  added  to  the  interim  rate  to  reflect  recognizable  costs  which 
are  known  not  to  have  been  reported  in  the  preceding  calendar  or  base  year.  Such 
additional  amounts  were  added  to  the  interim  rate  effective  July  1,  1978,  to 
recoqnize  changes  in  the  federally-mandated  minimum  wage.    The  interim  rate  so 
established  is  paid  on  a  current  basis  durina  the  fiscal  year  by  the  purchasing 
state  agency.    Durinq  fiscal  1979,  the  Commission  certified  637  interim  rates. 

Effective  November  1,  1978,  the  Department  of  Public  Welfare,  in  response  to 
language  in  the  Legislative  Budqet  Act,  chanqed  the  source  of  payment  for  Dersonal 
laundry  in  nursing  homes.    As  a  result,  it  was  necessary  for  the  Bureau  to  in- 
crease all  nursinq  home  rates  by  SO. 30  per  patient  per  day  effective  that  date. 

Each  Lonq  Term  Care  provider  is  also  issued  a  final  per  diem  rate  based  on  its 
own  individual  cost  experience.    Final  rates  are  issued  effective  on  a  calendar 
year  basis.    Facil i ties  which  chanqe  from  nursinn  homes  to  rest  homes  and 
facilities  which  chanqe  ownership  durinq  the  year  have  two  final  rates  computed. 
After  the  final  rate  is  certified  by  the  Commission,  a  settlement  is  made  between 
the  purchasing  state  aaency  and  the  provider  which  represents  the  difference  be- 
tween the  final  rate  and  the  two  interim  rates  in  effect  durinq  that  calendar  vear. 
Durinq  fiscal  1979,  the  Commission  certified  986  final  rates. 

(2)  On-site  Field  Audits 

In  response  to  federal  requirements,  the  Bureau  conducted  33  on-site  field 
audits  durinq  the  fiscal  year.    As  required,  many  of  these  selected  were  bv  random 
choice.    Those  selected  by  nonrandom  methods  were,  as  expected,  significantly 
more  fruitful.    For  example,  eleven  (11)  nonrandom  on-site  audits  which  utilized 
sixteen  (16)  auditor  days  produced  a  public  dollar  saving  of  Sl20,000  and  two  (2) 
referrals  to  the  Attorney  General's  Medicaid  Fraud  Control  Unit. 

(3)  Data  Processing 

Durinq  fiscal  1979,  the  Bureau's  Data  Processing  efforts  of  the  last  few  years 
made  several  significant  and  practical  advances.    For  several  years,  the  recordina 
of  cost  reports  known  as  the  Create  Cycle  had  been  well  established.  The 
Adjustment  Cycle,  that  is,  the  recording  of  auditor  adjustments  to  the  data  base, 
was  accomplished  and  put  into  production  in  fiscal  1979.    For  the  first  time,  the 
Commission  now  has  available  not  only  the  enormous  Create  Cycle  but  also  the 
auditor-made  adjustments  to  that  data.    In  the  Lono  Term  Care  industry  with  its 
penchant  for  organizing  related  business  entities,  the  implementation  of  the 
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Adjustment  Cycle  was  a  major  breakthrough.    Durinq  the  year,  all  fiscal  1979 
interim  rates  and  a  qreat  many  1977  final  rates  had  their  related  adjustments 
recorded  on  the  computer  data  base.    This  was  a  necessary  prerequisite  to 
effective  analysis  and  a  precursor  to  what  one  day  may  result  in  comDuter-qenerated 
rates . 

The  computer-generated  reimbursement  ceilings  on  the  basis  of  reasonableness 
were  established  in  July  1978.    This  is  a  comnlex  statistical  measurement  which 
causes  adjustments  to  the  reports  of  facilities  which  report  extremely  hinh  costs 
in  various  cateqories  and  levels  of  care.    This  Drocess  had  been  accomplished  be- 
fore but  never  so  timely.    Knowledqe  that  this  tool  will  be  available,  each  July 
opens  up  a  number  of  administrative  options  to  the  Commission  such  as  the  issuance 
of  some  interim  and  final  rates  simultaneously  (tandem  rates). 

Two  computer-generated  reports  were  produced  durinq  the  year  which  have  made 
the  rate-ma kinq  process  both  faster  and  more  effective.    The  Cost  Comparison  Report 
is  issued  for  each  facility  and  indicates  by  each  account  number  the  values  re- 
ported for  the  current  and  prior  year,  both  in  terms  of  absolute  and  per  diem 
dollars.    It  also  makes  a  comparison  to  the  facility's  peer  qroup's  experience  and 
displays  a  siqnal  for  items  which  sianificantly  deviate  from  exDected  behavior. 
Another  report,  the  Automatic  Adjustment  Report,  is  made  for  each  facility  and 
creates  adjustments  to  all  cost  reports  based  on  pre-proqrammed  information.  This 
proqram  averaqes  ten  (10)  adjustments  ner  facility  and  constitutes  a  significant 
savings  in  time  for  auditors. 

A  great  deal  of  time  was  expended  durinq  the  year  in  obtaining  a  new  computer 
usage  contract.    This  was  successfully  completed  and  assures  continued  service  in 
the  future.    Several  inappropriate  and  confining  ties  to  the  Department  of  Public 
Health's  data  processinq  system  were  broken  durinq  the  year  and  brouqht  the 
Commission  much  closer. to  a  completely  independent  system.    Documentation  of  the 
Long  Term  Care  system  was  strenathened  and  the  security  of  the  system,  always  a 
concern  to  the  Commission,  was  reinforced  again  durina  the  year. 

( 4 )  Legislation 

The  Commission  filed  leqislation  to  chanqe  the  effective  date  of  the  interim 
rates  from  July  1    to  October  1  of  each  year.    The  present  statutory  date  is 
impossible  for  the  Commission  to  meet  and  forces  additional  costs  on  both  pro- 
viders and  the  purchasing  state  agency.    The  cost  reports  are  prepared  on  a 
calendar  basis  and  are  due  on  the  following  March  31st.    However,  only  about  20'' 
of  the  Lonq  Term  Care  providers  are  able  to  meet  this  due  date  and  the  bulk  of 
the  filings  are  made  in  April  and  May.    This  delay  in  filing  quarantees  that  most 
interim  rates  will  be  set  after  July  and,  therefore,  will  have  a  retroactive 
effective  date.    The  providers  must,  therefore,  bill  at  the  old  rate  and  then 
later  rebill  at  a  new  rate.    The  state  agency  must  process  two  interim  billings 
for  the  same  service.    This  costly  system  which  also  creates  delays  in  payment 
could  be  eliminated  bv  a  simDle  and  realistic  chanqe  in  the  effective  date  of 
interim  rates.    The  leqislation  failed  to  pass  in  the  1979  leqislative  session. 

(5)  Post  Audit 

The  Leqislative  Committee  on  Post  Audit  and  Oversinht  which  beaan  an  inquiry 
in  September  1977  at  the  urging  of  the  Massachusetts  Federation  of  Nursing  Homes 
continued  this  activity  throuqhout  fiscal  1979.    The  areas  of  concern  continue  to 
be  the  elimination  of  a  step-UD  in  basis  on  the  occasion  of  the  sale  of  a  nursing 
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home,  the  application  of  negative  as  well  as  positive  equity  and  the  failure  of 
the  Commission  to  set  rates  timely.    For  almost  two  years,  the  Bureau  staff  has 
provided  voluminous  statistics  and  other  data  to  the  Post  Audit  Bureau  to  facili- 
tate its  inquiry.    In  the  previous  fiscal  year,  a  public  hearing  was  held  at  which 
both  the  Commission  and  the  Federation  expressed  their  positions.    In  brief  summary, 
the  elimination  of  a  step-up  of  basis  for  nursinq  home  sales  was  done  to  eliminate 
an  abuse  which  v/as  costing  the  Commonwealth's  taxpayers  many  millions  of  dollars 
with  no  benefit  to  patient  care.    The  application  of  nenative  equity  was  the 
logical  extension  of  an  existing  regulatory  provision  (positive  equity)  which  had 
been  in  effect  for  ten  (10)  years.    The  purpose  of  nenative  equity  is  to  discourane 
the  diversion  of  state  funds  from  patient  care  to  nonpatient  activities  such  as 
officer  salaries,  officer  borrowinqs,  and  other  areas  which  are  generally  con- 
sidered to  be  areas  of  abusive  practices.    During  the  last  two  fiscal  years,  the 
Commission  observed  a  modest  but  clear  trend  of  nursinq  home  owners  returning  funds 
to  their  businesses.    The  perennial  backlog  of  setting  rates  which  had  peaked  at 
Zh  years  was  brought  down  to  about  3h  months  during  the  fiscal  year.    In  May  of 
1979,  another  public  hearing  was  held  at  which  both  the  Commission  and  the 
Federation  expressed  their  positions  again.    It  appeared,  at  that  time,  that  the 
Federation  would  seek  legislative  avenues  on  step-up  and  negative  equity  and  that 
the  timeliness  of  rates  issue  was  now  moot. 

(6)    Administrative  Improvements 

The  fiscal  year  saw  several  administrative  and  organizational  improvements. 
The  position  of  Chief  Accountant  was  restored  to  the  Bureau  which  strengthened  the 
organizational  structure.    Two  Data  Processing  tools  were  utilized  which  benefited 
the  rate-making  process  by  adding  elements  of  precision  and  acceleration  of  work. 
The  Cost  Comparison  Reports  mentioned  above  are  used  as  the  primary  tools  in 
selecting  the  most  promising  nonrandom  on-site  audit  subjects.    They  also  direct 
the  auditor's  attention  to  problem  areas  in  the  cost  report  which  may  be  worthy  of 
further  review.    The  Automatic  Adjustment  Report  eliminates  some  of  the  routine 
adjustments  previously  done  by  the  auditor.    Training  sessions  were  held  so  that 
auditors  would  understand  and  take  advantage  of  these  tools.    In  addition,  a 
system  of  modifications  was  installed.    Previously,  the  computation  of  the  interim 
and  final  rates,  both  of  which  utilize  the  same  cost  report,  was  done  as  separate 
operations  at  different  times  and  by  different  auditors.    While  these  two  rates 
reference  separate  reoulations  and  to  some  deqree  utilize  different  procedures, 
the  fundamental  process  is  the  same  and  considerable  duplication  results.  With 
the  availability  of  the  computerized  Adjustment  Cycle  and  the  Automatic  Adjustment 
Report,  rates  are  now  computed  by  a  three-tier  adjustment  system,  each  of  which 
modifies  the  work  already  done.    The  cost  report  is  adjusted  automatically  by 
the  computer  for  certain  standard  reasons  then  the  auditor,  using  his  judgment 
reviews  the  informational  section  of  the  cost  report  and  various  information  in 
our  files  to  make  further  adjustments.    Some  time  later,  when  computing  the  final 
rate,  the  auditor  again  modifies  the  data  to  conform  with  the  final  rate  regula- 
tion and  sometimes  utilizing  on-site  audit  data.    This  system  of  modifying  what 
has  already  been  done  rather  than  starting  the  process  again  has  eliminated  many 
routine  adjustments.    It  has  been  a  qreat  advance  toward  the  Bureau's  ooal  of  re- 
ducing mechanical  processes  and  freeing  auditor  time  for  judgmental  functions. 

Two  regulatory  issues  were  first  applied  durino  the  year  which  required  ex- 
tensive planning  and  traininq.    The  application  of  weighted  equity  was  one  which 
required  considerable  development  of  special  techniques.    Equity  has  always  been 


computed  by  summinq  the  beginning  and  ending  balances  and  dividing  by  two. 
Weighted  equity  takes  into  account  the  number  of  months  certain  factors  were 
relevant.    While  bringing  great  Drecision  to  that  component  of  the  rate,  this 
innovation  required  a  great  deal  of  time  and  effort  to  develop  forms  and  to  in- 
struct both  the  providers  and  staff.    Another  issue  requiring  new  techniques  is 
the  refinement  of  equity.    This  is  a  recoqnition  that  the  difference  between  the 
interim  rate  and  the  final  rate  constitutes  an  additional  accounts  payable  or 
receivable  and,  therefore,  should  be  factored  into  the  rate.    Aqain,  it  offers 
increased  precision  but  places  a  difficult  burden  on  the  staff.    Since  this  factor 
is  relevant  until  the  final  rate  is  set,  it  adds  to  the  number  of  issues  which 
affect  subsequent  years.    Changes  by  appeal  in  one  year  can  easily  upset  the 
accuracy  of  other  years.    For  this  reason,  staff  training  and  form  preparation  have 
been  given  high  priority  on  this  issue.    Finally,  an  old  rate  project  was  estab- 
lished during  the  year.    Some  providers  have  entered  and  left  the  program  and  their 
cost  reporting  has  been  sporadic.    On  the  advice  of  counsel  that  in  certain  years 
a  zero  rate  cannot  be  issued,  this  old  rate  project  was  established  to  identify 
rates  which  for  any  reason  have  never  been  finalized  and  to  accomplish  that  by 
using  the  best  available  information. 

(7)    New  Projects 

New  regulations  were  promulgated  for  a  new  program  called  Intermediate  Care 
Facilities  for  the  Mental  Iv  Retarded  (ICF-MR).    The  initial  program  consists  of 
eight-bed  facilities  and  their  reimbursement  will  be  on  a  prospective  basis,  that 
is,  after  a  budgetary  submission  by  the  provider  a  sinnle  rate  will  be  set  with  no 
final  settlement. 

Tandem  rates,  that  is,  the  interim  and  final  rates  set  simultaneously,  was 
another  project  begun  during  the  year.    For  a  wide  range  of  reasons,  it  will  not 
be  possible  to  issue  tandem  rates  on  anymore  than  25%  of  the  providers  but  the 
Drogram  does  offer  some  Dromise  in  efforts  to  accelerate  rate  Droduction. 

Incentives,  that  is,  values  added-on  to  some  interim  and  final  rates  were 
promulgated  bv  regulation  in  1979  and  the  program  began.    Providers  that  oualify 
through  scores  established  bv  the  Department  of  Public  Health  for  compliance  with 
that  agency's  regulation  and  also  demonstrate  a  measure  of  cost  efficiency  as  well 
as  a  willingness  to  accent  publicly-aided  patients  may  qualify  for  the  incentive 
program.    This  is  the  Commission's  first  thrust  toward  directing  reimbursement 
toward  patients  rather  than  real  estate  ownership. 


C.    BUREAU  OF  COMMUNITY  AND  NON-INSTITUTIONAL  SED.VICES 
Introduction 

The  Bureau  of  Community  and  Non-Institutional  Services  establishes  rates  for 
a  wide  range  of  providers  to  which  a  varietv  of  rate  setting  policies  and  method- 
ologies are  aDplied.    The  thirty-two  regulations  written  and  maintained  by  the 
Bureau  encompass  ambulatory  health  care  services  in  free  standing  settings;  in- 
dividual medical  and  surgical  services  by  Dhysicians,  dentists,  and  private  duty 
nurses;  alternative  extended  care  by  homemakers . and  home  health  aides;  supplemental 
services  such  as  ambulances  and  clinical  laboratories;  and  retail  medical  suopliers 
of  pharmaceuticals  and  durable  medical  equipment.    In  qeneral ,  the  work  of  this 
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Bureau  is  directed  toward  services  which  either  complement  or  serve  as  alternatives 
to  inpatient  hospital  or  nursing  home  care.    As  the  health  care  system  has  sought 
to  become  more  responsive  to  the  needs  of  individuals  and  has  created  ODtions  to 
traditional  forms  of  care,  the  variety  of  programs  offered  in  community  and  non- 
institutional  settings  had  increased.    Thus,  the  list  of  regulations  administered 
by  this  Bureau  continues  to  grow  and  channe  every  year. 

The  primary  objective  of  the  Bureau  is  to  establish  reimbursement  rates  used 
bv  governmental  aaencies  and  bv  ourchasers  under  the  Workman's  Compensation  Act  in 
making  payments  to  eligible  providers  of  services  to  publicly-aided  individuals  and 
industrial  accident  patients.    However,  as  nart  of  this  objective,  the  Bureau 
attempts  to  desian  regulatory  mechanisms  which  support  the  development  of  community- 
based  health  care  and  innovative  health  programs  while  emohasizino  the  need  for  sound 
fiscal  management  and  responsibility.    As  indicated,  the  assortment  of  provider  types 
possessing  different  degrees  of  accounting  skill,  management  expertise,  and  program 
sophistication  reauires  flexible  and  novel  approaches  to  reimbursement  policy. 

(1)    Types  of  Rates 

The  rates  promulgated  by  the  Bureau  are  of  two  basic  types  -  class  rates  and 
individual  rates.    While  rates  are  usually  established  on  the  basis  of  retro- 
spective cost  or  charge  data  with  some  adjustment  for  inflation,  they  are  pros- 
pective in  nature  in  that  they  are  paid  for  the  period  ahead  and  are  considered 
as  final  payments  for  services  rendered. 

(a)    A  class  rate  is  a  single  fixed  rate  applied  to  a  group  of  providers 
regardless  of  specific  individual  costs  or  charges.    Every  provider  covered  by 
one  regulation  receives  the  same  rate  or  an  adaptation  thereof.    The  rates  are 
established  for  units  of  service  which  may  be  an  hour,  a  session,  a  visit,  or  a 
day. 

Many  variations  of  class  rates  have  been  developed  to  meet  the  specific  needs 
of  different  provider  groups  and  of  different  state  purchasing  agencies. 
Regulations  for  community  services  which  use  class  rate  methodolooies  include 
free-standing  mental  health  clinics,  adult  day  care  programs,  and  rehabilitation 
cl inics . 

For  non-institutional  providers,  a  class  rate  is  most  often  employed  because 
of  the  large  number  of  these  practitioners  and  because  of  the  homcaeneous  nature 
of  their  services  regardless  of  where  they  are  rendered  or  by  whom.    Health  care 
given  by  individual  practitioners  such  as  physicians,  dentists,  audioloaists , 
pharmacists,  psychologists,  private  duty  nurses,  chiropractors,  and  other  specialized 
professionals  are  reimbursed  at  fee-f or-service  class  rates.    For  those  providers 
who  offer  a  combination  of  professional  services  and  products  such  as  pharmacists, 
prosthetists,  and  orthotists,  the  rates  generally  reflect  the  cost  of  the  product 
plus  a  mark-up,  or,  in  the  case  of  pharmacists,  a  dispensing  fee.    The  mark-up  is 
intended  to  cover  overhead  and  to  allow  some  margin  of  profit  for  the  providers. 

Non-institutional  service  rates  are  adapted  from  usual  and  customary  charge 
information  collected  from  provider  ornanizations,  third-oartv  payers,  and  other 
governmental  agencies.    When  such  information  is  not  available,  the  Bureau  fre- 
quently designs,  develops,  and  implements  its  own  studies.    During  FY  1979,  surveys 
of  ambulance  companies,  pharmacies,  and  clinical  laboratories  were  conducted. 
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(b)    Individual  cost-based  rates,  unlike  class  rates,  are  computed  on  an 
individual  provider  basis.    The  level  of  reimbursement  is  established  after  the 
allowable  costs  of  the  specific  provider  are  determined.    Provider  grouos  covered 
by  regulations  that  employ  this  cost-based  methodology  are  psychiatric  dav  treat- 
ment centers,  home  health  agencies,  health  support  services  for  severely  handi- 
capped persons  in  independent  living  programs,  homemaker/home  health  aide  service 
providers,  and  community  health  centers.    This  last  group  of  providers  was  changed 
from  a  class  rate  to  individual  rates  during  FY  1979. 

The  decision  to  use  a  class  rate  or  an  individual  cost-based  approach  in  a 
regulation  is  based  cn  the  availability  of  accurate  cost  information  from  the 
providers  as  a  group,  the  ability  of  provider  management  to  control  costs,  and 
the  need  for  efficiency  incentives  within  the  industry. 

The  advantage  of  such  a  methodology,  as  demonstrated  by  the  community  health 
centers  regulation,  is  that  it  allows  consideration  of  individual  costs  and  pro- 
gram components  which  set  a  particular  provider  group  apart  from  other  provider 
groups,  as  well  as  from  each  other.    Individual  rates  recognize  the  utilization  of 
different  inputs,  the  provision  of  varying  levels  of  support  services,  and  the 
existence  of  different  areas  of  efficiency.    When  individual  nroarams  can  explain 
cost  variations,  these  differences  should  be  acknowledged  through  reimbursement. 
Such  a  policy  encouraqes  flexibility  and  diversification  of  programs  within  norms 
established  bv  renulation. 

(2)  Cost  Reporting  Forms 

Recognizing  that  the  mere  need  for  fiscal  accountability  may  not  guarantee  the 
desired  level  of  accuracy  or  detail  in  reports  submitted  by  providers,  the  Bureau 
has  designed  a  series  of  cost  reporting  forms  to  be  completed  by  different  cate- 
gories of  providers.    These  forms  collect  information  on  income  sources,  operatinq 
expenses,  staffing  patterns,  and  service  utilization  which  is  necessary  for  the 
development  of  reimbursement  rates.    Durina  FY  1979,  new  cost  reporting  forms  were 
designed  for  mental  health  facilities,  homemaker/home  health  aide  agencies,  and 
hospital -1 i censed  community  health  centers.    Some  of  these  forms  have  already  been 
completed  by  the  appropriate  providers,  others  are  in  the  process  of  being  finalized 
or  drafted  for  comment. 

(3)  New  Regulations 

After  analyzing  the  information  collected  on  cost  reporting  forms  and  com- 
pleting studies  of  various  provider  groups,  staff  proceeded  to  develoo  and  revise 
regulations  in  a  number  of  areas.    During  FY  1979,  regulations  produced  by  the  Bureau 
which  were  approved  bv  the  Commission  included  the  followina: 

(a)    Community  Health  Centers  -  114.3  CMR  4.00 

After  field  audits  were  done  in  FY  1978  and  an  extensive  amount  of  data  from 
cost  reports  was  audited  and  analyzed  in  FY  1979,  this  nrovider  group  was  changed 
from  a  flat  class  rate  to  individual  cost-based  rates  which  acknowledge  the  unigue 
characteristics  of  each  center.    Adjustments  for  inflation  were  also  incorporated 
into  the  rates. 
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(b)    Rehabilitation  Clinic  Services  -  114.3  CMR  5.00 


In  conjunction  with  the  Massachusetts  Rehabilitation  Commission  and  the 
Department  of  Public  Welfare,  Bureau  staff  revised  this  regulation  to  address 
many  of  the  administrative,  definitional,  and  reimbursement  problems  which  had 
arisen  under  earlier  requlations.    On  the  basis  of  information  collected  durinq 
an  analysis  of  a  sample  of  rehabilitation  clinics,  an  aggregate  unit  cost  was 
developed  for  physical  therapy,  occupational  therapy  and  speech  pathology  services 
offered  in  these  clinics.    In  addition,  the  descriptions  of  various  treatments 
were  rewritten  to  more  accurately  reflect  the  treatment  time  required  at  a  qiven 
rate  1  eve! . 

( c )  Outpatient  Tuberculosis  Control  Services  -  114.3  CMR  8.00 

After  conductinq  a  study  of  the  appropriate  inflation  indices  and  base  cost 
fiqures,  Bureau  staff  updated  this  regulation  to  reflect  increased  costs  to  the 
providers.    In  qeneral ,  rates  were  raised  by  approximately  six  percent. 

(d)  Independent  Living  Services  for  Severely  Handicapped  Persons  -  114.3 
CMR  9.00 

This  regulation  governs  the  rates  for  services  provided  in  a  newly  established 
program  which  offers  assistance  in  home  care,  personal  and  medical  care,  emotional 
and  physical  self-maintenance,  financial  planning,  housing  needs,  and  transporta- 
tion to  disabled  clients.    Because  of  the  varied  nature  of  these  programs,  rates 
are  calculated  on  an  individual  cost-based  method. 

(e)  Homemaker/Home  Health  Aide  Services  -  114.3  CMR  11.00 

This  regulation  contains  substantial  revisions  to  the  cost-based  methodology 
established  in  the  previous  regulation.    The  revisions  are:    a)    limits  on  costs 
based  on  agency  size  and  geographic  area;  b)    limitations  on  overhead  costs  (direct 
service  ratios)  which  varied  inversely  with  increases  in  agency  size;  c)  limitations 
on  administrative  staff  salaries;  and  d)    principles  for  determining  the  amount  of 
reimbursement  for  travel  and  training  time. 

(f)  Vision  Care  Services  -  114.3  CMR  15.00 

The  materials  component  of  this  rate  was  adjusted  upward  to  compensate  for 
increases  in  manufacturers'  prices  for  lenses  and  frames.    In  response  to  evidence 
submitted  by  providers  at  the  public  hearing,  the  fee  levels  for  dispensing  ser- 
vices were  also  raised. 

(q)    Private  Duty  Nurse  Services  -  114.3  CMR  24.00 

Since  a  state-wide  survey  of  nurses'  salaries  verified  that  the  market  price 
for  these  services  had  increased  dramatically,  this  regulation  was  changed  to  in- 
clude a  20?'  raise  in  the  reimbursement  rate. 

(h)    Pharmacy  -  114.3  CMR  31.00 

This  regulation  was  altered  to  reflect  the  federal  mandate  to  base  reimburse- 
ment for  prescribed  drugs  on  either  the  estimated  acquisition  costs  of  the  in- 
gredients (EAC)  or  the  price  for  specific  generic  equivalents,  also  known  as  the 
maximum  allowable  cost  (MAC).    While  the  flat  fees  contained  in  this  regulation 
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are  the  result  of  a  detailed  survey  and  an  analysis  of  costs,  steos  are  being 
taken  to  further  refine  its  provisions  to  reflect  differences  among  pharmacies 
with  respect  to  volume  and  professional  services. 

(i)    Oxygen  and  Respiratory  Therapy  Equipment  -  114.3  CMR  32.00 

These  rates  reflect  an  overall  25%  decrease  in  allowable  rates  for  rental  of 
respiratory  equipment  and  purchase  of  medical  grade  oxygen.    The  regulation  also 
contains  clear,  precise  definitions  of  type  and  quality  of  services  required  by  the 
rate  level.    The  regulation  was  the  culmination  of  two  years  of  research  and  cost/ 
charge  studies  conducted  by  the  Bureau  staff.    As  a  result  of  this  study,  many 
irregular  practices  in  the  industry  were  uncovered,  some  of  which  were  referred  to 
the  Attorney  General's  Office,  which  played  a  role  in  the  recovery  of  overpayments 
by  the  purchasing  agencies.    Throughout  the  two-year  investigation,  the  Bureau 
worked  in  close  cooperation  with  the  Cost  Effectiveness  Program  and  the  Medicaid 
Program.    This  cooperative  effort  resulted  in  a  renovated  and  improved  program, 
tighter  controls  and  monitoring,  more  accurately  defined  care  and  service  levels, 
and  better  control  of  payments. 

( j)    Audioloov  Services  -  114.3  CMR  33.00 

This  regulation  was  initially  adopted  as  an  Emergency  Regulation  on  August  31, 
1978,  thus  superseding  a  prior  regulation  which  had  been  in  effect  for  four  years. 
Following  a  public  hearing  on  October  10,  1978,  a  final  regulation  was  adopted. 
While  previous  regulations  used  individual  rates  of  payment  based  on  charges,  this 
regulation  established  a  set  of  class  rates  based  on  average  costs  of  representa- 
tive providers.    The  rates  contained  in  this  new  regulation  provide  an  increase 
in  reimbursement  in  the  range  of  25  to  30  percent. 

(4)    Regulations  Awaiting  Public  Hearing 

Other  regulations  which  have  been  written,  but  which  are  awaiting  a  public 
hearing  include  the  following: 

(a)  Dental  Services  -  114.3  CMR  14.00 

This  regulation  recommends  a  seven  percent  increase  in  rates  for  all  dental 
services . 

(b)  Physician  Fees  covered  bv  Renulations  for  Surcerv  114.3  CMR  16.00, 
Medical  Services  1U.3  CMR  17.00,  and  Radiology  114.3  CMR  18.00 

With  regard  to  both  dental  and  physician  fees,  the  Commission  is  recommending 
that  the  schedules  of  reimbursement  for  these  providers  be  increased.    This  is  due 
to  the  fact  that  the  most  cost  effective  and  most  appropriate  care  can  only  be 
rendered  if  there  is  a  sufficient  number  of  providers  of  such  services  participa- 
ting in  a  program.    Rates  which  are  too  low  or  too  rigidly  controlled,  tend  to 
discourage  such  participation  and  may  result  in  the  reduction  of  the  availability 
of  alternatives  to  more  expensive  services.    When  considering  the  substantial  de- 
crease in  Medicaid  participation  by  primary  medical  and  dental  practitioners, 
the  influence  of  reimbursement  levels  cannot  be  ignored.    It  is  to  this  problem 
that  these  renulations  are  addressed. 
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(c)    Ambulance  Services  -  114.3  CMR  27.00 


Although  a  survey  was  conducted  amonq  providers  of  these  services,  the  response 
was  less  than  adequate  to  make  ma.ior  revisions  to  the  regulation.  Nevertheless, 
a  new  regulation  has  been  proposed  which  contains  no  increase  in  rates. 

(d)    Prostheses  and  Prosthetic  Services  -  114.3  CMR  3^.00 

These  rates  were  formerly  governed  by  the  Durable  Medical  Equipment  regulation. 
Due  to  administrative  problems  and  the  distinct  nature  of  prosthetic  services,  the 
Bureau  decided  to  promulgate  a  separate  regulation  for  prosthetic  services  which 
will  serve  to  facilitate  rate  determination  and  to  decrease  administrative  con- 
fusion for  the  purchasing  agencies.    The  proposed  regulation  recommends  a  7% 
increase  in  prosthetic  devices  generally,  and  a  greater  increase  in  rates  for  hy- 
draulic knees  which  require  more  intensive  service. 

(5)    Regulations  Undergoing  Revision 

Substantial  work  has  been  put  into  updating  and  revising  regulations  in  other 
areas.    Among  them  are: 

(a)  Home  Health  Agencies  -  114.3  CMR  3.00 

Bureau  staff  have  assessed  the  need  for  a  revision  of  this  regulation  and  have 
made  suggestions  for  a  new  methodology.    Work  has  begun  on  a  recalculation  of  the 
regulation's  inflation  factor  using  current  standards  and  indices  and  on  the 
development  of  minimum  limits  of  utilization. 

A  major  difficulty  in  revising  this  regulation  is  assessing  the  fiscal  impact 
of  conditions  of  participation  promulgated  by  the  Department  of  Public  Health  and 
adopted  by  the  Department  of  Public  Welfare.    The  Bureau  in  conjunction  with  the 
Department  of  Public  Health  is  attempting  to  collect  financial  and  statistical 
data  in  order  to  determine  the  degree  to  which  aaencies  must  provide  new  services 
and  the  cost  of  providing  these  services.    Additional  data    has  to  be  reviewed  and 
analyzed  before  the  regulation  can  be  revised. 

(b)  Adult  Day  Health  Services  -  114.3  CMR  10.00 

The  goal  of  these  programs  is  to  provide  an  alternative  to  institutional  care 
and  to  families  attempting  to  maintain  their  elderly  members  at  home.    The  new 
version  of  the  regulation,  which  is  based  on  the  analysis  of  cost  reports  from 
twelve  providers,  recommends  an  increase  in  flat  rates  from  $13  per  diem  to  $14 
per  diem.    Ninety  percent  of  the  recipients  would  be  eligible  for  level  II  and 
level  III  long  term  care  if  adult  day  health  services  were  not  available. 

(c)  Clinical  Laboratories  -  114.3  CMR  20.00 

A  survey  of  current  fees  was  conducted  at  sixteen  representative  labs  for 
twenty  common  laboratory  tests.    Information  has  also  been  collected  from  third- 
party  payers,  industry  representatives,  and  files  containina  past  years'  labora- 
tory fee  schedules.    The  focal  points  in  developing  this  renulation  have  been 
the  lab  schedule  which  contains  several  hundred  tests  which  vary  with  channes  in 
technology,  the  "profiles"  or  groups  of  tests  that  are  commonly  done  together,  and 
the  conversion  of  test  procedure  codes  to  those  used  by  Medicare.    The  aim  of  the 
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new  version  is  to  make  it  easier  for  the  labs  to  work  under  the  requlation  and 
to  expedite  the  conversion  to  the  Medicaid  Manaqement  Information  System  at  the 
Department  of  Public  Welfare. 

(d)    Orthotic  Services  -  114.3  CMP.  35.00 

Although  a  new  regulation  has  not  been  written  for  these  services,  the  staff 
is  presently  studying  the  four  major  terminologies  used  by  the  orthotic  industry 
to  determine  which  terminology  would  be  most  feasible  and  effective  for  uniform 
use  by  the  Commission,  providers,  and  purchasing  agencies.    The  staff  hope  to  have 
a  proposal  scheduled  for  a  public  hearing  no    later  than  December  1,  1979.  Staff 
is  now  working  with  the  Medical  Division  of  the  Department  of  Public  Welfare,  the 
Rehabilitation  Commission,  and  providers  to  achieve  this  end. 

(6)  Audit  Activities 

Most  regulations  written  by  the  Bureau  are  supported  and  maintained  by  a 
variety  of  audit  activities.    During  FY  1979,  staff  conducted  288  desk  audits  and 
eight  field  reviews  for  the  following  provider  groups:    home  health  agencies, 
homemaker/ home  heal  th  aide  providers,  psychiatric  day  treatment  centers,  community 
health  centers,  health  maintenance  organizations,  day  habilitation  programs,  and 
independent  living  services.    In  addition,  a  field  audit  was  performed  on  a  home 
care  corporation,  and  audit  activity  relatinn  to  the  final  settlement  of  rates 
for  eight  detoxification  centers  was  completed. 

Desk  audits  were  performed  on  all  139  home  health  agencies  certified  for 
reimbursement  under  Title  XIX.    One  hundred  and  eighty-three  change  in  charge 
applications  from  these  providers  were  processed  resulting  in  an  update  in  65 
nursing  care  rates,  22  office  nursing  visit  rates,  78  physical  therapy  rates,  57 
occupational  therapy  rates,  67  speech  therapy  rates  and  125  home  health  aide 
rates.    Change  in  charae  reouests  were  denied  for  six  nursing  care  rates,  three 
office  visit  rates,  seven  physical  therapy  rates,  five  occupational  therapy  rates, 
five  speech  therapy  rates  and  12  home  health  aide  rates. 

Audit  staff  also  determined  new  rates  for  several  other  provider  groups.  In 
conjunction  with  new  regulations,  rates  were  calculated  for  92  homemaker/home 
health  aide  agencies,  14  applications  for  administrative  relief  were  granted  and 
two  administrative  adjustments  were  made.    Five  rates  were  set  for  new  psychiatric 
day  treatment  programs  and  rates  were  determined  for  23  community  health  centers. 
Two  administrative  relief  applications  for  independent  living  services  were  re- 
viewed, while  rates  were  established  for  five  new  occupational  therapy  programs. 

(7)  Contract  Review  and  Final  Settlement 

In  addition  to  establishing  rates  and  writing  regulations,  the  Bureau  reviews 
contracts  and  performs  audits  for  the  purpose  of  final  settlement  between  Blue 
Cross  and  various  providers  such  as  health  maintenance  organizations,  pharmacies, 
mental  health  centers,  detoxification  facilities,  and  home  health  agencies,  It 
also  participates  in  the  review  of  contracts  between  governmental  units  of  the 
Commonwealth  and  certain  health  providers  such  as  HMO's  for  recommended  approval  or 
disapproval  of  suggested  rates  contained  therein.    The  general  procedure  for 
approving  such  contracts  is  to  examine  the  actuarial  assumptions,  including,  but 
not  limited  to,  those  of  hospital  inflation,  hospital  and  medical  costs,  and  en- 
rol lee  activity,  on  which  capitation  rates  are  based.    The  terms  of  the  agreements 
are  also  scrutinized. 


-29- 


The  object  of  contract  review  and  final  settlement  approval,  as  well  as  of 
reimbursement  policies,  is  to  control  inflationary  expenditures  for  health  ser- 
vices and  health  support  while  recoqnizinq  the  need  to  maintain  high  quality 
services  and  to  quarantee  the  participation  of  an  adequate  number  of  providers. 

(8)    Other  Activities 

In  addition  to  their  rate  settinn  responsibilities,  members  of  the  Bureau 
staff  are  active  participants  in  a  number  of  committees  and  work  groups  that 
deal  with  subjects  pertinent  to  the  operations  of  the  Commission.    Some  of  these 
committees  are  involved  in  matters  directly  related  to  the  research  and  writing 
of  new  regulations;  others  serve  to  keep  the  bureau  aware  of  oroaram  trends  and 
policy  directions  in  other  agencies  that  ultimately  impact  on  the  Commission  and 
its  regulations.    During  FY  1979,  the  Bureau  named  representatives  to  the  following 
commi  ttees: 

(a)  Statewide  Task  Force  on  Ambulatory  Care 

(b)  Ambulatory  Care  Subcommittee  of  the  Health  Policy  Group  -  staff  support 
provided. 

(c)  Mental  Health  Cost  Reportinq  Task  Force 

(d)  Revenue  Retention  -  Budget  Planninq  and  Accountinq  Subcommittee 

(e)  HMO  Task  Force  -  Chairman  from  Bureau 

(f)  Medicaid  Management  Information  System  (MMIS)  Interaqency  Task  Force 

(g)  Homemaker/Home  Health  Aide  Work  Group  of  the  Long  Term  Care  Subcommittee  - 
staff  support  provided. 

(h)  Interagency  Task  Force  on  Adult  Day  Health  Services 

(i)  Psychiatric  Day  Treatment  Task  Force  -  Co-chairman  provided  by  Bureau 

(j)    Reimbursement  Task  Force  of  the  Hospice  Subcommittee  of  the  Reqional 
Cancer  Control  Committee  -  Chairman  from  Bureau. 

(k)    Needs  Assessment  Staff  Work  Group  of  the  Ambulatory  Care  Task  Force 

(1)    Task  Force  on  Independent  Livinq  Services 

(m)    Staff  of  the  Bureau  also  provides  technical  exnertise  and  support  services 
to  orqanizations  outside  the  Commission.    Last  year  staff: 

(1)  assisted  the  Attorney  General's  Office  in  investiqatinq  alleqed  abuses  of 
dental,  radiology  and  homemaker  services; 

(2)  testified  at  legislative  hearings  on  bills  to  modify  Industrial  Accident 
coverage; 

(3)  provided  ongoing  assistance  to  cities  and  towns  implementina  regulations 
governing  Chanter  766  special  education  evaluations; 

(4)  addressed  classes  at  Boston  University  School  of  Dentistry  and  Mass. 
Col  1 ege  of  Pharmacy; 
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(5)  conducted  workshops  for  providers  explaining  how  to  complete  hospital  - 
licensed  community  health  center  and  mental  health  center  cost  reporting  forms; 

(6)  reviewed  and  evaluated  audit  procedures  used  by  the  Department  of  Elder 
Affairs  to  monitor  its  home  care  corporations. 

(9)    Special  Projects 

Within  the  Commission,  the  Bureau  is  workinq  in  cooDeration  with  the  Hospital 
Bureau  to  explore  alternative  methods  of  calculating  Medicaid  reimbursement  rates 
for  hospital  outpatient  services.    Federal  and  State  regulations  do  not  dictate 
any  specific  methodology  for  establishing  Medicaid  rates  of  payment  as  long  as  the 
methodology  is  reasonable.    At  the  present  time,  the  Commission  calculates  a  cost- 
to-charge  ratio  for  each  hospital  which  is  applied  to  the  hospital's  charges. 
Alternative  methods  are  being  explored  to  develop  a  more  consistent  approach  to 
rate  setting  methodology  for  all  organized  ambulatory  care  providers. 

Methods  being  explored  include  modification  of  the  cost-to-charge  ratio  calcu- 
lation, a  fixed  budget  system  of  reimbursement,  and  setting  individual  rates  for 
services . 

In  the  area  of  home  health  services,  the  Bureau  has  reviewed  the  proposed 
Uniform  System  for  Home  Health  Agency  Reporting  (USHHAR)  developed  by  the  Health 
Care  Financing  Administration  of  DHEW.    Drawing  on    its  experience  in  this  area,  the 
Bureau  plans  to  make  suggestions  for  modifications  of  this  cost  reporting  system. 
It  is  also  considering  submitting  a  grant  proposal  to  HCFA  for  the  implementation 
of  this  program  in  Massachusetts. 

Summary 

During  this  year,  the  members  of  the  Bureau  have  attempted  to  coordinate  the 
annual  review  of  rates  and  the  writing  of  regulations  for  similar  services  which 
are  offered  in  various  provider  settings.    As  always,  the  primary  objective  has 
been  to  develop  reimbursement  policy  which  recognizes  the  desirability  of  sub- 
stituting primary  care  for  specialty  care,  which  encourages  the  development  of 
ambulatory  and  extended  care  alternatives  to  inpatient  care,  and  which  considers 
the  specific  needs  of  different  providers  while  remaining  consistent  with  Commission 
and  purchasing  agency  objectives. 


D.    BUREAU  OF  EDUCATIONAL  AND  SOCIAL  SERVICES 

During  fiscal  year  1979,  the  Commission's  rate  setting  jurisdiction  over  this 
class  of  providers  included  rates  for  all  governmental  purchases  of  social  and 
educational  services.    Because  of  the  large  volume  of  individual  programs  encom- 
passed by  this  jurisdiction,  educational  and  social  service  providers  were  divided 
into  two  classes:    those  over  which  the  Commission  had  jurisdiction  prior  to 
July  1,  1975,  plus  programs  eligible  for  participation  under  Chapter  766  (the 
Special  Education  Law);  and  all  other  program  rates  for  which  the  Commission  had 
not  previously  had  responsibility. 

The  first  group  is  handled  by  the  Bureau  of  Educational  and  Social  Services, 
the  second,  by  the  Administrative  Services  Personnel. 
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Programs  for  which  the  Commission  had  iurisdiction  prior  to  July  1  ,  1975, 
plus  Chapter  766  programs: 

(1)    Responsibil i ties 

The  Bureau  of  Educational  and  Social  Services  develops  rates  of  reimbursement 
for  social  and  educational  programs  purchased  by  various  governmental  units. 
These  programs  presently  include  services  rendered  to  children  with  special  needs, 
residential  programs  purchased  by  the  Department  of  Youth  Services,  programs  pur- 
chased under  Chapter  766  -  the  special  education  law  and  day  care  proarams  for 
children. 

Services  rendered  by  this  group  of  providers  is  so  varied,  a  common  denominator 
has  been  established  for  rate  setting  purposes.    Rather  than  establishinq  class 
rates  for  each  of  the  service-types  rendered,  rate  setting  methods  have  been  estab- 
lished to  reflect  the  common  denominator  among  what  appears  to  be  very  different 
programs . 

The  common  denominators  do  not  reflect  types  of  services  provided  but  reflect 
the  purchasing  situations  represented  by  the  service  or  program.    Thus,  three 
regulations  reflecting  the  common  purchasing  situations  for  these  programs  were 
developed  with  a  reimbursement  methodology  tailored  to  these  models.    The  Commission 
classifies  the  many  child-care  programs  purchased  by  the  Commonwealth  into  the 
following  three  program  models: 


Program  Model/  Approx.  # 

Regulation  Name  Regul ation  Providers 

Accommodations  Programs  114.4  CMR  2.00  10 

Standard  Purchase  Programs  114.4  CMR  3.00  250 

Provider  Sub-Purchase  Programs  114.4  CMR  4.00  50 


(2)  Accommodations  Programs  Regulation 

The  common  denominator  between  shelter  care  programs,  halfway  houses,  intensive 
security  settings,  and  detention/reception  facilities  is  the  difficulty  in  con- 
trolling utilization  of  the  programs  for  both  the  provider  and  the  Durchasina  state 
agency. 

Each  program's  rate  is  individually  computed  based  on  the  costs  of  slots  or 
units  of  accommodation  that  the  program  has  made  available  to  be  used  as  needed 
by  the  state  purchasing  agency. 

The  rate  setting  methodology  for  accommodations  programs  considers  allowable 
and  reasonable  program  costs  either  on  a  historical  basis  (for  established  pro- 
grams) or  on  a  budaet-Drospective  basis  (for  new  programs  without  historical 
cost  information).    When  budgets  are  used,  they  are  prepared  by  the  provider  in 
conjunction  with  the  purchasing  state  agency.    For  established  programs,  a  cost  of 
living  factor  may  be  added  to  the  allowed  program  costs  that  will  be  reimbursed 
by  the  Commonweal th. 

The  rate  is  computed  on  a  per  accommodation  (soace,  bed,  slot,  or  whatever  is 
appropriate)  per  unit  of  time  basis.    Income  received  by  the  provider  that  is 
available  to  supplement  program  operating  expenses  is  not  taken  into  consideration 
in  the  computation  of  rates  for  this  program  group,  as  it  is  with  some  other  program 
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groups.    Further,  the  state  purchasing  agencies  utilizing  the  services  of  a  pro- 
gram of  this  group  are  directed  to  reimburse  the  program  at  a  lower  amount  if 
there  is  a  program  under  utilization.    The  utilization  factor  for  a  new  program 
is  60%  and  for  an  established  program  80%. 

(3)  Standard  Purchase  Programs  Regulation 

Unlike  the  accommodations  programs  where  a  provider  cannot  anticipate  how 
many  peoole  will  be  serviced  or  for  how  long,  the  common  denominator  cf  standard 
purchase  programs  is  the  extended  presence  of  a  relatively  stable  number  of 
publicly-aided  individuals  within  the  proaram  facility. 

The  majority  of  programs  currently  purchased  by  the  Commonwealth  in  the  areas 
of  educational  and  social  services  are  classified  by  the  Commission  as  standard 
purchase  programs.    Programs  of  this  type  include:    day  or  residential  schools  and 
treatment  centers,  group  homes,  some  half-way  houses,  and  camps. 

Costs  (actual  or  projected)  for  standard  purchase  programs  are  reviewed  and 
may  be  adjusted  to  eliminate  those  costs  specifically  excluded  by  the  regulation 
(114.4  CMR  3.00)  and  by  those  which  are  considered  unnecessary  or  unreasonable. 
An  amount  representing  inflation  is  then  added  to  these  costs  and  that  total  is 
reduced  by  unrestricted  income,  if  appropriate.    This  total  adjusted  reimbursable 
program  cost  is  then  divided  by  actual  or  projected  utilization  with  an  85% 
utilization  factor  applied  to  program  operational  capacity  (75%,  is  used  for  small 
programs).    If  actual  or  projected  utilization  is  higher  than  this  percentage,  the 
higher  amount  becomes  the  divisor.    Thus,  in  general,  rates  are  determined  in- 
dividually based  on  allowable  program  costs,  as  defined  within  Rate  Setting  Commission 
Regulation  114.4  CMR  3.00,  and  on  programma tical  matters  affecting  costs  in  con- 
junction with  the  state  purchasing  agency. 

Limiting  factors  to  the  rate  are  charges  to  the  general  public  and  the  requested 
rate  itself,  since  charges  to  the  Commonwealth  cannot  be  greater  than  charges  to 
the  general  pub! ic. 

In  certain  cases  a  program  rate  mav  be  approved  without  extensive  financial 
review  if,  for  exampl e,  there  are  few  Commonwealth  publicly-aided  individuals  en- 
rolled within  the  program  and  the  charge  is  considered  to  be  generally  reasonable. 

For  the  most  part,  however,  standard  purchase  programs  receive  scrutiny 
through  the  cost  reports  required  bv  the  Commission.    To  a  large  extent,  indepth 
knowledge  about  the  operations  of  a  pronram  including  fiscal  operations,  must 
come  from  the  purchasing  agencies  which  have  more  continuous  dealing  with  the 
providers . 

(4)  Provider  Sub-Purchase  Programs  Regulation 

These  programs  involve  an  operation  in  which  the  provider  is  doing  the  co- 
ordination and  administration  while  possibly  subcontracting  with  other  parties  for 
services  it  will  render  to  the  Commonweal th ' s  publicly-assisted  persons. 

The  Commi  ssi on ,  t  herefore,  developed  a  rate  setting  methodology  to  take  into 
account  the  various  parties  involved  in  this  kind  of  operation.    The  methodology  is 
contained  in  the  Commission's  Regulation  114.4  CMR  4.00,  which  governs  providers 
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who  operate  family  day  care  systems,  foster  care  systems,  hot  lines,  droo-in 
centers,  or  other  programs  where  there  are  overhead  expenses  qenerated  to 
accomplish  an  objective,  for  example,  a  service  to  place  oersons  within  family 
day  care  settinqs. 

There  is  always  a  rate  which  the  Commission  calls  the  central  operating  rate. 
It  reflects  the  overhead  expenses  necessary  to  perform  the  proaram  objective.  This 
rate  is  stated  on  a  yearly  basis  as  a  flat  sum  that  may  or  may  not  relate  to  pro- 
gram performance  or  utilization.    This  rate  is  determined  on  the  basis  of  allowable 
or  reasonable  costs  historically  (for  established  programs)  or  by  budget  review 
(for  new  programs).    A  cost  of  living  factor  is  added  to  the  historical  allowable 
costs.    Other  unrestricted  income  received  by  the  Drovider  from  other  sources  which 
is  available  for  care  is  a  factor  which  reduces  central  operating  rates. 

Where  the  provider  must  purchase  services  from  a  third-party  provider,  this 
charge  to  the  provider  is  approved  as  a  sub-unit  rate  for  a  service  item.  It 
may  be  expressed  as  a  per  diem  rate  as  used  for  foster  care  or  family  day  care  or 
as  any  appropriate  service  charge. 

Where  the  central  operating  rate  can  be  tied  to  performance  objectives;  i.e., 
placing  and  servicing  twenty  children  within  foster  homes  in  two  months,  this 
results  in  the  expected  performance  of  the  provider  for  a  certain  time  period. 
If  this  measurement  of  performance  exists  within  the  pronram  model,  reimbursement 
is  based  upon  this  expected  performance  by  application  of  a  utilization  factor. 
The  purchasing  state  agency  is  then  directed  to  reimburse  the  provider  in  accordance 
with  this  utilization  factor  (80«  for  established  programs  and  60%  for  new  pro- 
grams).   Under-util i zation  would  only  affect  payment  of  the  central  operating  rate. 

Where  there  is  no  realistic  fiscal  measurement  of  proqram  performance  or  pro- 
gram utilization;  i.e.,  hot  lines  or  drop-in  centers,  the  utilization  factor  is  not 
appl ied. 

(5)  Day  Care  Centers  Regulation 

A  model  of  reimbursement  was  developed  for  one  service  type  of  provider  within 
the  class  of  education  and  social  services.    This  model  is  described  in  Commission 
Regulation  114.4  CMR  5.00  Governing  rates  of  nayment  to  providers  who  operate  day 
care  programs  within  day  care  facilities.    The  programs  are  broken  down  into  four 
classifications  for  rate  purposes:    infant,  toddler,  pre-school  ,  and  school  -ace, 
and  the  rate  determination  method  of  the  regulation  produces  maximum  allowable 
rates.    The  number  of  providers  served  number  over  350. 

The  maximum  allowable  rates  act  as  limits  for  payments  bv  the  Commonwealth, 
but  allow  for  the  purchasing  agency  to  negotiate  rates  to  be  paid  the  provider 
within  the  limitations.    The  rate  is  reviewed  bv  the  purchasing  agencv  directly 
by  examination  of  program  costs  with  the  orovider  oresent.    The  rate  so  negotiated 
'is  reviewed  and  aporoved  bv  the  Commission  if  it  is  within  the  maximum  rate  limita- 
tions set  forth  within  the  regulation. 

( 6 )  Prospective  System  of  Reimbursement 

A  prospective  system  of  reimbursement  has  evolved  within  the  Bureau  and  its 
major  cost  review  regulations  (Accommodations,  Standard  purchase  and  Provider 
Sub-Purchase).    This  is  to  sav  that  the  historical  cost  information  for  a  particular 
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year  is  used  as  the  basis  for  the  determination  (computation)  of  pronram  rates  to 
be  effective  for  the  year  ahead.    For  example,  we  recently  accomplished  a  mail  inn 
to  our  educational  and  social  service  providers  of  the  RSC  500  cost  reporting 
forms  so  they  may  document  program  costs  for  their  year  endina  June  30,  1979. 
This  information  when  received  this  fall  (October,  1979)  will  serve  as  the  basis 
for  new  program  rates  which  will  then  be  effective  as  of  Julv  1,  1980  (FY  81). 

This  prospective  system  where  rates  are  known  nrior  to  the  rate  year  was 
developed  to  disseminate  approoriate  expenditure  (budnet)  information  to  the  our- 
chasinn  Commonwealth  departments  (includinn  the  cities  and  towns  under  Chanter  766) 
and  income  (budget)  information  to  the  providers  of  educational  and  social  ser- 
vices programs. 


E.    SUPPORT  UNITS 

1.    BUREAU  OF  POLICY  AND  ANALYSIS 

The  Bureau  of  Policy  and  Analysis  projects  are  usually  initiated  by  the 
Commissioners  or  by  individual  Bureau  Directors  when  they  indentify  a  problem  to 
be  studied  or  need  particular  types  of  information.    The  scope  of  each  project 
is  not  uniform.    It  may  include  the  development  of  a  survey  instrument  with  which 
to  record  provider  cost  and  service  data,  and  the  analvsis  of  that  data.  The 
analysis  of  such  data  is  the  essence  of  the  develoDment  of  new  or  revised  reim- 
bursement methodologies.    It  may  include  assessing  the  fiscal  impact,  both  on 
private  and  public  payors,  of  a  proposed  or  recently  promulgated  regulation.  It 
may  include  the  development  or  further  refinement  of  an  audit  program  for  a  class 
of  providers  not  yet  audited  or  for  whom  past  audit  techniques  have  proven  to  be 
insufficiently  reveal  inn.    It  may  include  the  analysis  of  general,  national  and 
state-wide  health,  social  and  education  issues,  cost,  services,  legislation  and 
programs  that  are  relevant  to  the  Commission's  activities. 

Research  methodolooies  that  apply  to  a  problem  in  one  bureau  may  apply  as 
well  to  a  problem  in  another  bureau.    For  examnle,  calculations  for  inflation 
have  been  made  for  a  variety  of  different  regulations.    When  a  major  project  is 
completed,  a  report  is  distributed  to  all  who  might  find  it  relevant  or  of  general 
interest.    The  noal  is  uniformity  of  reimbursement  methodologies  wherever 
practicable,  pool  inn  of  information,  and  a  broader  understanding  of  Rate  Setting 
Commission  issues. 

Bureau  staff  ennages  in  scores  of  projects  durinn  each  fiscal  year.    The  pro- 
jects ranne  from  planned  to  impromptu,  from  major  to  minor  in  imnact,  and  are 
seldom  routine.    Some  of  the  more  significant  projects  engaaed  in  during  the  past 
year  are  described  below. 

a)    In  the  area  of  hospital  reimbursement,  staff  enaaned  in  a  varietv  of 
projects,  including  the  following: 

1)  collection  and  review  of  Chanter  40Q  budaet  summary  information,  hospital 
statistics  and  costs; 

2)  developed  computer  pronrams  for  analysis  of  Chapter  409  data; 

3)  analyzed  hospital  charne  submissions  pursuant  to  Chanter  409; 
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reviewed  novel  nethodol  onies  for  inflation  projections  for  Medicaid  rate 
setting  and  Chapter  409  charqe  review; 

prepared  inflation  projections  for  Medicaid  rate  setting  and  Chanter  409 
charqe  review; 

developed  comouter  programs  for  calculation  of  inflation  proiections; 

reviewed  agnrenate  cost  and  revenue  data  for  Massachusetts  hospitals 
in  conjunction  with  American  Hospital  Association  review  of  methodolony 
and  results  of  such  studies  for  the  U.S.; 

reviewed  and  documented  substitute  methodoloaies  for  current  loadina 
factor  as  the  basis  for  the  allocation  of  hospital  "overhead"; 

performed  screening  of  hospital  cost  reports  (401)  in  preparation  for 
keypunching; 

reviewed  types,  sources,  and  levels  of  hospi tal -based  physician  compen- 
sation; and 

reviewed  and  documented  alternative  methodologies  for  encouraging  re- 
duction in  enemy  use. 

In  the  area  of  educational  and  social  service  providers'  reimbursement, 
review  included  the  following: 

refined  and  produced  inflation  projections  for  use  in  rate  setting  process; 

developed  novel  set  of  regulations  which  comprehensively  amended  the  rate 
setting  process  for  all  educational  and  social  service  providers; 

analyzed  policies  concerning  resale  and  rental  costs  of  real  property; 

analyzed  fiscal  impact  of  internal  and  external  factors  in  the  rate 
setting  process; 

analyzed  day  care  provider  cost  and  statistical  data; 

analyzed  variety  of  reimbursement  issues  as  raised  by  providers  and 
other  state  aaencies;  and 

participated  in  variety  of  interagency  meetinns  and  task  forces. 
In  the  area  of  long  term  care  facilitv  reimbursement,  staff  orojects  in- 

review  of  Public  Medical  Institution  reimbursement  methodolony; 

production  and  documentation  of  inflation  Drojections  for  the  calculation 
of  cost  ceil  inns  and  rates; 

preparation  of  numerous  personal  replies  and  advisory  rulinqs  to  specific 
issues  raised  bv  providers ; 


4)  participation  in  effort  to  incorporate  reimbursement  methodoloqy  and  cost 
report  content  in  multi -state  proposal  for  uniform  federal  reporting  system; 

5)  development  of  incentive  methodoloqy  based  upon  patient  care  and  provider 
cost; 

6)  analysis  of  fiscal  impact  of  potential  channes  in  Level  IV  reimbursement  ■ 
methodoloqy  and  neqative  equity, 

7)  developed  random  sample  of  providers  for  field  audit; 

8)  performed  various  analyses  on  cost  cateqories  and  individual  providers; 

9)  prepared  regulations  for  Level  III  providers  of  services  to  the  mentally 
retarded;  and 

10)    participation  in  documentation  and  analysis  in  support  of  DON  approval 
process . 

d)  In  the  area  of  community  and  non-institutional  providers  of  health  care 
services,  staff  review  and  study  included: 

1)  development  of  requlation  qoverninq  the  reimbursement  of  pharmacies; 

2)  conducted  survey  of  ambulance  industry; 

3)  review  of  Chapter  766  services,  field  review  of  parameters  of  service 
by  settings,  and  preparation  of  new  reimbursement  requlation; 

4)  refinement  of  neighborhood  health  center  reimbursement  methodologies  and 
cost  reports; 

5)  preparation  of  regulations  for  physicians  and  dentists; 

6)  analysis  of  independent  clinical  laboratory  services  and  preparation  of 
final  requlation; 

7)  reviewed  planninq  quidelines  for  DON  approval  of  health  maintenance 
orcani zations  applications; 

8)  refined  computer  programs  used  in  settinq  home  health  aqency/homemaker 
rates;  and 

9)  assisted  other  agencies  in  development  of  refined  oroqram  policy  in  such 
areas  as  pharmacy  and  laboratory  services. 

e)  In  the  areas  of  administrative  services  within  the  Commission,  staff 
projects  included: 

1)  periodic  testimony  in  various  appeals  of  rates; 

2)  development  of  comprehensive  fringe  benefit  schedule; 

3)  assistance  in  draftino  manaqement  appraisal  forms;  and 

4)  review  of  Public  Health  Council  matters. 
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2.    LEGAL  DEPARTMENT 


a)  Blue  Cross  Litigation 

Two  Blue  Cross  hospital  Petitions  for  Review  were  on  the  calendar  of  the 
Supreme  Judical  Court  this  year.    One  oetition,  filed  by  the  Brockton  Hospital, 
was  decided  in  favcr  of  the  Rate  Settina  Commission  (Brockton  Hospital  v.  Rate 
Settinn  Commission  et  al,  on  November  8,  1978).    The  Court  uoheld  the  Commission's 
rulinn  that  Blue  Cross  was  entitled  to  offset  aqainst  nursinq  costs  certain 
revenues  received  by  the  Brockton  Hosoital  from  the  Federal  Government.  The 
Commission  argued  that  the  hospital's  costs  were  reduced  by  these  funds  and  that 
Blue  Cross  should  reimburse  onlv  the  reasonable  cost  of  providinq  the  nursinq 
services  pursuant  to  Commission  requlation  71-33  S.  5. 

The  other  petition,  filed  by  St.  Luke's  Hospital,  will  be  acted  upon  followinq 
the  assembling  of  a  record  for  review  aqreed  upon  by  the  parties. 

Legal  staff  also  review  118  provider  contracts  submitted  to  the  Commission 
pursuant  to  G.L.  c.  176A,  S.  5.    These  contracts  included  a  new  contract  offered 
to  chronic  hospitals  for  the  first  time  (CR-1).    This  contract  was  the  subject  of 
a  public  hearing  held  on  September  7,  1978.    Fifty-eiqht  final  settlements  which 
were  disputed  at  preliminary  stages  (prior  to  action  by  the  Commissioners)  were 
discussed  and  resolved  at  staff  level. 

b)  Litigation  in  the  Medicaid  Area 

Commission  decisions  reqardinq  Medicaid  reimbursement  continue  to  be  care- 
fully scrutinized  by  the  courts  as  a  result  of  lawsuits  by  providers.    Thirty  new 
cases  were  commenced  during  the  year,  of  which  six  complaints  for  judicial  review 
were  closed  within  the  year. 

In  Muriel  Finn  &  Another  vs.  Rate  Settinn  Commission,  Mass.  appeals  court 
nos.  76-733  through  76-736,  the  Commission  prevailed  on  two  out  of  three  claims 
involving  interpretation  of  the  Commission's  lonq  term  care  reimbursement  requla- 
tions  as  applied  to  various  years'  rates.    Specifically,  the  court  ruled  that  the 
Commission  correctly  limited  the  allowable  amount  of  both  interest  and  eauity 
capital  for  balance  sheet  purposes  bv  applying  the  maximum  values  assignable 
under  the  depreciation  schedule  in  the  requlation.    However,  because  of  the 
wordinq  in  the  1970  and  1971  requlations,  the  court  determined  that  the  provisions 
of  these  regulations  applied  to  the  1969  transfer,  rather  than  the  1969  provisions. 

In  Cliff  House  Nursing  Home,  Inc.  ft  Another  vs.  Rate  Setting  Commission,  1979 
Adv.  Sh.  1395,  the  Mass.  Supreme  Judicial  Court  refined  some  of  the  ambiguities 
involving  the  relative  roles  of  the  Commission  and  Division  of  Hearinqs  Officers 
under  the  "appeal  provisions"  contained  in  G.L.  c.  6A,  S.  36.    The  court  affirmed 
the  Commission 's  riqht  of  remand,  clarifvinq  it  to  the  extent  that  it  arises  only 
when  the  Commission  determines  that  the  Division's  statement  of  reasons  is  inade- 
quate, not  when  the  Commission  disanroes  with  the  recommended  rate.    Also,  that 
the  Commission  is  entitled  to  be  told  how  to  calculate  the  new  rate.    Most  siqnifi- 
cantly,  the  court  determined  that  the  Commission  necessarily  had,  bv  implication, 
its  own  riqht  to  aooeal  adverse  DHO  determinations  to  the  Superior  Court  on  a 
complaint  for  judicial  review.    The  previous  Commission's  (and  Attorney  General's) 
analysis  was  that  no  such  right  of  aooeal  existed  because  the  Commission  was  the 
aqencv  making  the  final  decision  in  the  matter. 
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In  probably  the  most  siqnificant  lawsuit  of  the  year,  Mass.  Hospital 
Association  v.  Califano,  U.S.  District  Court,  Ma.  C.A.  No.  78-583-7,  the 
Commission  has  successfully  resisted  all  efforts  durinq  the  fiscal  year  seekinq 
injunctive  relief.    MHA  claims  that  Massachusetts'  method  of  reimbursement  for 
inpatient  hospital  services  fails  to  reimburse  hospitals  for  cost  which  hospitals 
believe  are  reasonable  and  necessary.    The  Commission  was  involved  in  extensive 
discovery  efforts  on  this  case  in  FY  1979. 

The  Mass.  State  Pharmaceutical  Association  requested  injunctive  relief  in  a 
suit  denominated  Mass.  State  Pharmaceutical  Association  et  al  v.  Weiner.  The 
suit  attacks  the  S2.70  dispensinq  fee  contained  in  Commission  Requlation  114.3 
CMR  31.00:    Prescribed  Drugs.    The  Commission  has  been  involved  in  a  series  of 
depositions  of  Commission  employees  reqardinq  the  promul nation  of  114.3  CMR  31. 
The  Association  and  some  of  the  same  plaintiffs  also  claimed  an  appeal  under 
G.L.  c.  6A,  S.  36  in  the  Mass.  Division  of  Hearinqs  Officers.    The  Commission's 
motion  to  dismiss  the  appeal  for  lack  of  subject  matter  jurisdiction  in  the  DHO 
was  allowed.    The  Association  filed  a  second  complaint  in  the  Superior  Court 
seeking  review  of  the  Division's  action  dismissing  the  appeal. 

In  John  J.  Byrne,  et  al .  and  the  Mass.  Medical  Society  v.  Weiner,  et  al . , 
Suffolk  Superior  C.A.  25941,  various  physicians  filed  a  complaint  against  RSC, 
DPW,  and  the  Secretary  of  Human  Services  seekinq  declaratory  and  injunctive  re- 
lief and  money  damages,  alleninq  in  qeneral  improper  promulgation  of  present 
physician  reimbursement  requlation,  failure  to  revise  the  reflations  annually, 
failure  to  comply  with  certain  HEW  requlations,  and  so  forth.    The  Commission  pro- 
posed to  resolve  the  litigation  throuqh  the  publication  of  notice  of  a  public 
hearinq  on  the  revised  fee  schedules. 

A  series  of  c.  XI  and  c.  XII  proceedings  under  the  federal  Bankruptcy  Act 
occupied  substantial  leqal  staff  time  in  workinq  with  the  Attorney  General's 
office  and  the  state  Public  Health  and  Public  Welfare  departments.  Specifically, 
the  so-called  Medico  Associates,  Inc.  (Bolton  Hall,  et.  al.)  proceedinqs  were 
brouqht  to  a  conclusion  by  a  plan  of  arranqement  involvinq  various  aqreements  for 
Commission  rate  calculations  durinq  and  after  the  bankruptcy  proceedinas. 

In  the  various  Heritaqe  Hill  Nursinq  Home  nroceedinns,  leqal  staff  coordinated 
appeal  proceedinqs  before  the  Mass.  Division  of  Hearinqs  Officers  with  the  other 
involved  state  aqencies,  as  well  as  matters  involvinq  the  effect  of  criminal 
misconduct  on  the  1974  and  1975  final  rates  of  payment  for  the  Heritaqe  Hill  facili- 
ties.   Speedy  action  by  leqal  staff  assured  continued  cash  flow  by  DPW  to  the  court 
appointed  receiver  so  that  he  could  meet  critical  patient  needs  durinq  early  staqes 
of  the  proceeding. 

Three  appeals  involvinq  the  Resthaven  Corporation  were  resolved  by  leaal  staff 
in  connection  with  the  commencement  of  federal  bankruptcy  proceedings. 

c)    Litigation  on  Hospital  Charge  Control 

The  Massachusetts  Appeals  Court  uoheld  the  Superior  Court  Decision  in 
Affiliated  Hospital  Center,  Inc.  v.  Weiner,  et  al  (Superior  Court  C.A.  No.  22324) 
("Affiliated  II").    The  judgment  entered  in  Superior  Court  denied  injunctive  and 
declaratory  relief  to  Affiliated  Hospital  based  uoon  a  charqe  control  reaulation 
14  CHSR  11.    The  appeals  court  explicitly  stated  1)    Commission's  use  of  a  two 
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year  old  inflated  base  year  costs  for  determininq  total  natient  care  costs  v/as 
authorized  by  Chapter  409  of  the  Acts  of  1976  (Chapter  409),  2)    the  Commission 
was  authorized  by  Chapter  ^09  to  disallov/  actual  Medicare  allowable  costs  in  com- 
puting total  patient  care  costs,  and  3)    Regulation  14  CHSR  11  did  not  involve 
retroactive  rate  setting,  and  that  "it  constituted  a  reasonable  and  functional 
implementation  of  a  strongly  stated  legislative  policy  to  control  hospital 
charges."    The  court  further  found  that  Regulation  14  CHSR  11  did  not  contravene 
the  judgment  of  the  court  in  Affiliated  I.    Affiliated  Hospital  applied  for  the 
further  apDellate  review  from  the  Suoreme  Judicial  Court.    (Aff il iated  Hosoi tal 
Center,  Inc.  v.  '■'einer  (Supreme  Judicial  Court  No.  M  1247).    The  application  was 
denied. 

The  Commission  is  currently  awaiting  a  decision  in  The  Mercy  Hospital  v.  Hiam 
(Superior  Court  C. A.  No.  34801).    Mercy  Hospital  seeks  a  preliminary  injunction 
against  the  Commission's  denial  of  the  Hospital's  application  for  a  CT  Scanner 
new  charge  based  upon  the  failure  of  the  Hospital  to  obtain  a  Determination  of 
Need  for  the  CT  Scanner  service.    The  Commission  asserts  that  it  cannot  allow  a 
hospital  to  receive  approval  of  a  new  charge,  when  the  receipt  of  a  Determination 
of  Need  is  a  prerequisite  for  operating  a  CT  Scanner  service  and  a  hospital  has 
failed  to  obtain  the  Determination  of  Need.    The  Commission  arques  that  the 
allowance  of  any  costs  attributable  to  the  CT  Scanner  service  is  inherently  un- 
reasonable. 

The  Commission  filed  affirmative  litigation  to  enforce  penalties  under  the 
charge  control  statute.    Massachusetts  v.  Affiliated  Hospital  Center,  Inc. 
(Superior  Court  C.A.  No.  29886) .    The  Commission  alleges  that  the  Hospital 
filed  false  information  on  a  charge  control  submission  with  respect  to  the  opera- 
tion of  a  parking  garage  associated  with  the  Hospital.    The  Commission  seeks 
penalties  of  up  to  $1 000  per  day  for  each  day  the  Hospital  violated  the  statute. 

d)    Legisl ation 

The  Commission  submitted  two  pieces  of  legislation  this  year:    H.  246  "An  Act 
Amending  the  Rate  Setting  Process  for  Nursing  Homes"  and  H.  247  "An  Act  Clarifying 
the  Authority  of  the  Rate  Setting  Commission  to  offset  Hospital  Revenue  Earned  in 
a  Prior  Year  in  Excess  of  Approved  Revenue  Against  Current  and  Future  Year  Hospital 
Financial  Requirements." 

The  first  of  these  bills  would  have  allowed  the  Bureau  of  Long  Term  Care  an 
extra  three  months  in  which  to  set  interim  rates  for  lonn  term  care  facilities. 
Interim  rates  must  now  be  set  by  July  1 ,  at  a  time  when  the  Commission  does  not 
have  cost  reports  from  all  providers.    Passage  of  the  legislation  would  have  paved 
the  way  for  the  setting  of  tandem  rates,  that  is,  interim  rates  which  become  final 
rates  through  the  simple  mechanism  of  an  updatinq  for  inflation  and  the  taking 
into  account  of  reporting  year  adjustments  if  any.    This  bill  is  under  study  bv 
the  Joint  Committee  on  Health  Care  and  may  not  be  acted  upon  this  year. 

The  second  bill,  H .  247,  affected  the  Charge  Control  program  under  Chapter  409, 
1976.    The  bill  would  have  clarified  the  Commission's  authority  to  reduce  or  in- 
crease a  hospital's  yearly  projected  financial  needs  by  the  amount  the  facility  was 
in  error  in  projecting  volume  and  revenue  in  prior  years.    The  Joint  Committee  on 
Health  Care  reported  the  bill  out  with  an  unfavorable  report  and  this  report  was 
accepted  by  the  House  of  Representatives. 
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H.  3466  "An  Act  to  Preserve  Philanthropic  Gifts  to  Hospitals"  received  a 
favorable  report  from  the  Joint  Committee  on  Health  Care  and  has  been  sent  for 
review  to  the  House  Committee  on  Ways  and  Means.    This  bill,  opposed  by  the 
Commission,  has  the  effect  of  removing  a  larqe  portion  of  a.  hospital's  revenue 
from  rate  setting  calculations.    Present  practice  is  altered  to  the  extent  that 
the  Commission  could  no  lonqer  offset  restricted  gifts  and  grants  against  the 
costs  defrayed  bv  those  monies.    In  addition,  the  Commission  is  precluded  from 
offsetting  or  otherwise,  taking  into  account  unres trie ted  gifts  or  grants  and  any 
income  not  related  to  patient  care. 

Three  major  bills  affecting  long  term  care  facilities  were  filed.    All  of  them 
are  currently  being  studied  by  the  Senate  Ways  and  Means  Committee.    S.  444  re- 
quires the  Commission  to  recoanize  as  basis  for  reimbursement  the  full  fair  market 
value  of  a  facility  upon  transfer.    S.  420  removes  the  cap  on  rest  home  rates  and 
requires  retroactive  payments  to  providers  whose  rates  exceeded  the  cap  since  its 
imposition  in  1974.    Finally,  H.  6398  (formerly  H.  5300)  prevents  the  Commission 
from  adjustinq  a  provider's  rate  downward  because  of  "negative  equity."  The 
Commission  opposed  all  three  bills  as  costly,  unwise  and  unduly  restrictive  of  the 
Commission  discretion. 

Finally,  S.  450  prevents  the  Commission  from  usinq  discounts  available  to 
pharmacists  in  calculating  the  rate  of  reimbursement  for  drugs.    The  Commission 
opposes  this  bill  which  is  now  under  study  by  the  Senate  Ways  and  Means  Committee. 

Numerous  bills  were  filed  by  parties  seeking  to  alter  various  aspects  of  Rate 
Setting  process  and  methodologies .    Five  bills  affectinq  hospitals  were:    S.  418, 
H.  2755,  H.  3466,  H.  3478  and  H.  3479.    Three  of  these  bills  are  under  study  by 
the  Joint  Committee  on  Health  Care  and  may  not  be  acted  upon  this  year.  These 
were  S.  418  which  sought  to  confine  the  Commission's  options  on  calculating  a 
hospital's  financial  needs  under  Chapter  409,  1976  (Charge  Control)  by  requiring 
the  Commission  to  compute  depreciation  allowances  at  no  less  than  the  amount 
allowed  by  the  straight-line  method.    The  bill  would  have  limited  the  Commission's 
ability  to  assess  current  needs  by  other  methodologies.    H.  3478  and  3479  sought 
to  delay  implementation  of  the  state's  uniform  reporting  system  for  hospitals  and 
to  delay  the  comparisons  and  grouoinas  of  hospitals  mandated  by  Chapter  409,  1976 
until  the  federal  reporting  system  (SHUR)  had  been  in  place  for  two  years.  The 
Commission  opposed  all  three  of  these  bills  at  the  public  hearing  held  by  the 
Joint  Committee  on  Health  Care. 

H.  2755  was  submitted  by  the  Health  Insurance  Association  of  American  (HIAA). 
It  purported  to  offer  an  alternative  method  for  controlling  hospital  charges  based 
on  a  system  used  in  Colorado.    The  Commission  endorsed  certain  of  the  principles 
enunciated  in  the  bill  but  felt  that  the  scheme  in  its  present  form  was  inappro- 
priate for  implementation  in  a  state  with  an  existinq  Rate  Setting  Commission  and 
Charge  Control  Proqram.    The  bill  was  reported  out  unfavorably  by  the  Joint 
Committee  on  Health  Care. 

e)    Hearings  Before  Mass.  Division  of  Hearinn  Officers 

During  the  year,  the  Commission  added  a  full  time  Counsel  I  to  assist  the 
Commission  in  meeting  the  increasing  complexity  and  demands  of  hearings  before 
the  Mass.  Division  of  Hearings  Officers. 
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Durinq  fiscal  1979,  a  total  of  457  "complaints"  in  apoeal  proceedings  were 
served  on  the  Commission,  with  the  Commission  affirmatively  responding,  usually 
by  way  of  a  formal  "Answer."    In  more  troublesome  cases  and  particularly  chain 
operations,  the  Commission  is  increasingly  relyinn  upon  the  use  of  interrogatories. 
Three  hundred  and  ninety-four  appeals  were  concluded  by  way  of  pre-hearinq  con- 
ferences, or  partial  hearings,  and  stipulations  upon  the  record.    These  stipula- 
tions brought  each  of  the  matters  to  a  comolete  conclusion  without  the  need  for 
further  proceedings  in  the  Superior  Court.    The  Division  of  Hearings  Officers 
filed  a  total  of  20  decisions  on  the  merits  with  the  Commission  during  FY  1979. 
Approximately  240  hearings  on  the  merits  were  scheduled  before  the  Division  in 
the  same  period. 

f )    Legal  Services  to  Commission 

The  Commission  Hospital  Bureau  with  its  administration  of  the  federal  grant 
and  hospital  charge  control  program  is  the  largest  consumer  of  Commission  leaal 
services,  followed  by  the  Bureau  of  Long-Term  Care  Services.  Regulation  review 
and  drafting  continues  for  all  bureaus. 

Although  Freedom  of  Information  Act  requests  are  now  routinized,  more  complex 
ones  involving  computer-stored  data  or  work  under  the  federal  qrant  require  legal 
input. 

3.  ADMINISTRATION 

a)  Information  Services 

In  addition  to  the  management  of  internal  affairs,  the  Executive  Secretary 
oversees  information  services  and  continuinq  education. 

Two  administrative  assistants  directlv  handle  the  gathering  of  data  and 
writinq  of  reports  as  required  bv  the  Governor,  the  Executive  Office  of  Human 
Services,  the  Executive  Office  for  Administration  and  Finance,  and  the  General 
Court.    One  serves  as  Dublic  information  liaison  for  the  Commission,  makina 
Commission  records  available  for  public  use  and  answering  inouiries  from  the  news 
media.    Along  with  this,  an  inhouse  library  and  dinning  service  are  maintained 
to  keep  Commission  employees  current  on  information  related  to  the  health  care 
industry  both  in  the  Commonwealth  and  in  the  nation.    The  other  assistant  handles 
personnel  matters  includina:    records  of  vacation  and  sick  leave  time,  salary 
schedules,  deferred  compensation  programs,  health  insurance,  and  the  retirement 
system. 

b)  Continuing  Education 

Durinq  fiscal  1979,  the  Commission  worked  to  upgrade  the  continuing  education 
program  for  employees.    As  part  of  the  program,  the  following  two  seminars  were 
conducted:    (1)    Internal  Control  and  Operational  Analysis  at  Hospitals,  (2) 
Auditing,  Budget  Review  and  Uniform  Reporting  in  the  Health  Care  Industrv.  Two 
additional  seminars  of  two  days  duration  each  were  held  to  train  accountants  for 
other  state  agencies  in  the  process  of  auditing  providers  cf  contracted  services. 
For  the  coming  year,  the  Continuing  Education  Committee  is  reviewing  several 
seminar  topics,  including  Principles  of  Reimbursement,  Rate  Setting  Commission 
Audit  Approach  to  Cost  Reports,  and  Current  AICPA  Developments. 
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III.    COORDINATION  OF  COMMISSION'S  RATE -MAKING  AUTHORITY  WITH  RULE -MAKING  AUTHORITY 


OF  OTHER  AGENCIES 


a)  The  Commission  recognizes  the  importance  of  coordinating  its  rate-making 
responsibilities  with  the  rule-making  responsibilities  of  other  agencies.  The 
Commission  has  established  at  least  three  goals  in  its  relationships  with  other 
agencies : 

1)  The  Commission  should  use  its  authority  to  assure  that  standards  estab- 
lished by  regulatory  aaencies  can  be  achieved,  or  at  least  that  Commission  regu- 
lations do  not  prevent  providers  from  complying  with  duly  established  standards. 

2)  The  Commission  should  use  its  authority  to  support  program  objectives  of 
purchasing  agencies. 

3)  The  Commission  should  use  its  authority  to  complement  or  support  the 
regulatory  responsibilities  of  other  agencies  and,  where  feasible,  help  to  enforce 
regulatory  decisions  made  by  the  competent  authority. 

b)  All  three  goals  characterized  the  Commission's  relationships  with  other 
state  agencies  during  fiscal  1979. 

1)    The  Commission  has  made  it  a  practice  to  assure  in  its  reoulations  that  a 
provider  will  receive  adequate  reimbursement  to  satisfy  licensure  and  other 
standards  promulgated  by  state  and  federal  agencies.    For  example,  Commission 
regulations  providing  for  cost-related  reimbursement  to  institutional  providers 
(specifically  hospitals,  long-term  care  facilities,  and  child  care  agencies)  con- 
tain allowances  for  providers  to  receive  adjustments  in  excess  of  established  rates 
or  in  excess  of  cost  ceilings  contained  in  the  pertinent  regulation  where  the 
excess  costs  incurred  are  a  function  of  licensing  standards,  whether  imposed  by  the 
Department  of  Public  Health  or  the  Office  For  Children. 

Within  this  general  objective,  however,  two  issues  emerce.    First,  the 
Commission  reserves  the  right  to  determine  the  reasonableness  of  the  expense  in- 
curred in  satisfying  licensina  requirements.    That  is,  it  feels  obliged  to  ask 
whether  the  amount  expended  by  the  provider  was  appropriate  to  achieve  the  mandated 
result.    In  this  context,  the  Commission  usually  follows  the  accounting  policy  of 
requiring  that  the  expenditure  occur  before  allowing  it  to  be  recouped  in  reimburse- 
ment rates.    In  this  way,  there  is  greater  control  over  the  appropriateness  of 
the  amount  of  the  expenditure. 

The  second  issue  involves  the  capacitv  of  the  licensina  agency  to  conduct  in- 
spections to  provide  information  necessary  to  support  an  adjustment  to  the  rate. 
For  example,  the  Commission's  regulation  on  lonn-term  care  facilities  permits 
adjustments  where  additional  nursinn  hours  are  needed  for  natients  in  Level  III 
facilities.    However,  unless  the  Department  of  Public  Health  has  sufficient  man- 
power to  inspect  Level  III  facilities  and  certifv  the  appropriate  level  of 
nursinn  needs,  the  provider  will  not  have  an  adeouate  basis  to  support  an  adjust- 
ment request.    Such  a  situation  hinhlights,  from  the  Commission's  point  of  view, 
the  need  to  ensure  that  regulatory  aaencies  have  sufficient  resources  to  fulfill 
their  statutory  duties.    Only  on  this  basis  can  the  Commission  responsibly  assure 
that  rates  will  permit  providers  to  satisfy  established  standards. 
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2)  The  Commission  does  not  consider  itself  an  anencv  with  direct  Droqram 
responsibilities.    Decisions  as  to  the  nature  of  the  proqram  purchased  from 
providers  rest  with  the  purchasinq  anencv,  whether  it  be  clinic  services  purchased 
by  the  Department  of  Public  Welfare  or  residential  treatment  proqrams  supDorted  bv 
the  Department  of  Youth  Services.    The  Commission's  responsibility  is  to  desiqn  a 
reimbursement  methodology  which  supports  and  furthers  the  proqram  objectives  of 
the  purchasing  agencv. 

In  this  role,  Commission  staff  necessaril v  works  very  closely  with  staff  of 
the  purchasinq  agency  to  understand  Droqram  intent  and  to  desinn  compatible 
reimbursement  methodol oqies .    Examples  of  the  often  very  close  and  continuous 
relationships  that  exist  are  the  collaborative  efforts  that  have  produced  the 
regulations  qoverning  Core  Evaluations  under  Chanter  766  of  the  Acts  of  1972 
(Special  Education),  pharmacy,  family  planning  services,  and  telemedicine,  as 
well  as  changes  in  the  Commission's  lonq-term  care  facility  requlation. 

3)  During  fiscal  year  1978,  a  number  of  relationships  were  developed,  demon- 
strating the  use  of  Commission  authority  and  expertise  in  furtherance  of  regulatory 
policy  of  other  agencies.    These  relationships  were  expanded  in  fiscal  year  1979. 
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APPENDIX  A 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
AMENDED*  and  NEW  REGULATIONS** 
PROMULGATED  DURING  FY  1^79 


Bureau  of  Hospitals 


Adooted 


114.1  CMR  10.00** 


114.1  CMR  9.00** 


114.1  CMR  3.00* 
114.1  CMR  8.00** 


114.1  CMR  5.00* 


114.1  CMR  6.00* 
114.1  CMR  S.OO* 


114.1  CMR  3.00* 
114.1  CMR  6.00* 


Filinn,  Reporting  and  Penalties  for  7/6/78 

System  of  Review  and  Aonroval  of 

Fiscal  Year  1979  Hosoital  Charges 

and  New  Charges  for  Hosoital s  with  a 

Fiscal  Year  Beginning  after  September 

1,  1978 

System  for  Review  and  ApDroval  of  8/3/79 
Certain  Hospital  Charges  for 
Hospitals  with  a  Fiscal  Year  Begin- 
ning on  July  1  throuah  September  1, 
1978 

Prospective  Inpatient,  OutDatient,  9/14/79 
and  Well -Newborn  Rate  Determination 

System  for  Review  and  Approval  of  9/14/78 
Fiscal  Year  1979  Hospital  Charnes 
and  New  Charges  for  Hospitals  with  a 
Fiscal  Year  Beginning  after  September 
1,  1978 

ProsDective  Rate  and  Charge  Deter-  9/21/78 

mi  nation  for  Health  Care  Facilities 

Operated  by  the  Department  of  Public 

Health,  Department  of  Mental  Health, 

Counties  of  the  Commonwealth  and 

Soldiers'  Homes 

Inpatient,  Outoatient  Industrial  9/21/78 
Accident  Rate  Determination 

System  for  Review  and  Approval  of  9/21/78 
Fiscal  Year  1979  Hospital  Charges 
and  New  Charnes  for  Hospitals  with  a 
Fiscal  Year  Beginning  after  September 
1,  1978 

Prospective  Inpatient,  Outpatient,  12/14/78 
and  Wei  1 -Newborn  Rate  Determination 

Inpatient,  Outpatient  Industrial  12/14/78 
Accident  Rate  Determination 
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Appendix  A  (continued) 


Bureau  of  Hospi  tal  s 
114.1  CMR  8.00* 


114.1  CMR  8.00* 


114.1  CMR  5.00* 


114.1  CMR  12.00 


** 


System  for  Review  and  Approval  of 
Fiscal  Year  1979  Hospital  Charqes 
and  New  Charqes  for  Hospitals  with 
A  fiscal  Year  Beqinninq  a^ter 
September  1 ,  1978 

System  for  Review  and  Approval  of 
Fiscal  Year  1979  Hosnital  Charqes 
and  New  Charqes  for  Hospitals  with 
a  Fiscal  Year  Beqinninq  after 
September  1 ,  1 978 

Rates  of  Payment  to  Health  Care 
Facilities  Operated  by  the  Department 
of  Public  Health,  Department  of  Mental 
Health,  Counties  of  the  Commonwealth 
and  Soldiers '  Homes 

System  for  Review  and  Approval  of 
Certain  Hospital  Charqes  for 
Hospitals  with  a  Fiscal  Year  Beqin- 
ninq on  July  1  throuqh  SeDtember  1, 
1979 


Adopted 
12/14/78 


3/8/79 


4/19/79 


6/14/79 


Bureau  of  Lonq  Term  Care  Facilities 


114.2  CMR  2.00* 


Rates  of  Payment  to  Lonq  Term  Care 
Faci 1 i ti  es 


10/20/78 


114. 

2 

CMR 

2.00* 

Rates  of  Payment  to  Lonq  Term  Care 
Faci 1 i ties 

3/8/7? 

114. 

,2 

CMR 

3.00** 

Prospective  Rate  Determination  for 
Intermediate  Care  Facilities  for  the 
Mentally  Retarded  (ICF-MR) 

5/28/79 

Bureai 

1  of 

Communi  tv 

and  Non-Institutional  Services 

114. 

3 

CMR 

5.00** 

Rehabilitation  Clinic  Services 

8/31/78 

114. 

3 

CMR 

24.00** 

Private  Duty  Nursinq  Care 

8/31/78 

114. 

,3 

CMR 

31.00** 

Prescribed  Druqs 

8/31/78 

114. 

,3 

CMR 

11 .00** 

Homemaker/Home  Health  Aide  Services 

3/31/78 

114. 

,3 

CMR 

33.00** 

Audioloqical  Services 

8/31/78 

114. 

,3 

CMR 

11 .00** 

Homemaker/Home  Health  Aide  Services 

9/14/78 

114. 

.3 

CMR 

8.00** 

Outpatient  Tuberculosis  Control 
Services 

9/14/73 
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Appendix  A  (continued) 


Bureau  of  Community  and  Non-Institutional  Services 


114.3  CMR  33.00** 
114.3  CMR  11.00* 
114.3  CMR  9.00** 


Audioloqical  Services 

Homemaker/Home  Health  Aide  Services 

Independent  Livinq  Services  for  the 
Severly  Physically  Disabled 


114.3  CMR  32.00 
Bureau  of  Educational  and  Social  Services 


Oxyqen  and  Respiratory  Therapy 
Equipment 


114.4  CMR  5.00** 
114.4  CMR  2.00** 
114.4  CMR  3.00** 
114.4  CMR  4.00** 
114.4  CMR  5.00* 
Administration 


74  -  33 


(1) 


(1) 


Day  Care  Center  Proqrams 
Accomodations  Proqrams 
Standard  Purchase  Proqrams 
Provider  Sub-Purchase  Proqrams 
Day  Care  Center  Proqrams 


Disclosure  of  Outside  Compensation 
by  Certain  Rate  Settinq  Commission 
Personnel  -  Rescinded 


Adopted 
8/31/7?. 
12/28/78 

1/25/79 
4/5/79 


11/2/78 
4/26/79 
4/26/79 
4/26/79 
6/14/79 

5/30/79 


The  Requlation  was  rescinded  due  to  the  enactment  of  Chapter  210  of 
The  Acts  of  1978  (Chapter  268B  of  the  General  Laws). 
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APPENDIX  B 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
PUBLIC  HEARINGS  HELD  DURING  FY  1979 


July  19,  1978 
July  19,  1978 
July  21,  1978 
August  9,  1978 


September  25,  1978 
October  10,  1978 
October  10,  1978 
October  24,  1978 

October  27,  1978 

October  27,  1978 


October  27,  1978 


December  6,  1978 


114.3  CMR  5.00 

114.3  CMR  24.00 

114.3  CMR  31.00 

114.1  CMR  5.00 


September  7,  1978        Blue  Cross 

Contract 


January  24,  1979 


114.4  CMR  5.00 

114.3  CMR  33.00 

114.3  CMR  11.00 

114.3  CMR  8.00 

114.1  CMR  6.00 

114.1  CMR  8.00 


114.1  CMR  3.00 


114.3  CMR  9.00 


December  21,  1978        114.2  CMR  2.00 


114.1  CMR  8.00 


Rehabilitation  Clinic  Services 

Private  Duty  Nursing  Care 

Prescribed  Drugs 

Rates  of  Payment  to  Health  Care 
Facilities  Operated  by  the 
Department  of  Public  Health, 
Department  of  Mental  Health, 
Counties  of  the  Commonwealth  and 
Soldiers'  Homes 

Cooperatinq  'Hospital  Rehabilita- 
tion Facility  Reimbursement 
Agreement  (CR-1) 

Day  Care  Center  Proqrams 

Audiological  Services 

Homemaker/Home  Health  Aide  Services 

Outpatient  Tuberculosis  Control 
Services 

Inpatient,  Outpatient  Industrial 
Accident  Rate  Determination 

System  for  Review  and  Approval  of 
Fiscal  Year  1979  Hospital  Charges 
and  New  Charges  for  Hospitals  with 
a  Fiscal  Year  Beginning  After 
September  1 ,  1978 

Prospective  Inpatient,  Outpatient, 
and  VJel  1 -Newborn  Rate  Determination 

IndeDendent  Livinq  Services  for  the 
Severly  Physically  Disabled 

Rates  of  Payment  to  Long  Term  Care 
Faci 1 i  ties 

System  for  Review  and  Approval  of 
Fiscal  Year  1979  Hospital  Charges 
and  New  Charges  for  Hospitals  with 
a  Fiscal  Year  Beainninq  after 
September  1 ,  1978 
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Appendix  B  (continued) 


February  7,  1979  114.2  CMR  3.00 

February  21,  1979        114.3  CMR  32.00 


Prospective  Rate  Determination 
for  Intermediate  Care  Facilities 
for  the  Mentally  Retarded  (ICF-MR) 

Oxygen  and  Respiratory  Therapy 
Equipment 


March  19,  1979  114.1  CMR  5.00  Rates  of  Payment  to  Health  Care 

Facilities  Operated  by  the 
Department  of  Public  Health, 
Department  of  Mental  Health, 
Counties  of  the  Commonwealth  and 
Soldiers'  Homes 


March  21,  1979  114.4  CMR  2.00  Accomodations  Programs 

March  21,  1979  114.4  CMR  3.00  Standard  Purchase  Programs 

March  21,  1979  114.4  CMR  4.00  Provider  Sub-Purchase  Programs 


May  7,  1979  114.1  CMR  12.00         System  for  Review  and  Approval  of 

Certain  Hospital  Charges  for 
Hospitals  with  a  Fiscal  Year  Re- 
ginning  on  July  1  through  September 
1,  1979 

May  8,  1979  114.4  CMR  5.00  Day  Care  Center  Programs 
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APPENDIX  C 
Advisory  Rul inas  -  1979 


1-  79 

2-  79 

3-  79 

4-  79 

5-  79 

6-  79 

7-  79 

8-  79 

9-  79 
10-79 

PR-1-79 
PR-2-79 

PR-3-79 
PR-4-79 
PR-5-79 
PR-6-79 


Heritage  House  Nursinq 

T.W.  Mullen  &  Company 

Montrath  of  Groton 
Woodford  of  Ayer 

Bra in  tree  Manor 

Elm  Hill  Nursing  Home 

Heritage  Hall  Retirement 
and  Nursing  Home 

Mt.  St.  Vincent  Nursinq  Home 

Kenoza  Manor  Convalescent 
Center 

Haverhill  Manor  Corp. 
Lavoie  Nursing  Home 

Personal  Replies 


Murray  I.  A Its her 
Fairhaven  Nursinq  Home,  Inc. 

Gary  S.  Honiq 
Leon  B.  Landa 

Lafayette  Convalescent  Home 
Carey  D.  Toran 


Home  Financinq 
Repossession  by  Transfer 
Neaative  Equity 

Electrocardiographic  Testing 

Repossession  and  Sale  by 
Transferor 

Social  Worker 

Lease  Agreement 

Administrator's  Salary 
Al location 

Special  Motor  Vehicle 
Accelerated  Depreciation 
1979 


Special  Motor  Vehicle  Expense 

Temporary  Heln  and 
Department  of  Public  Health 
Staffing  Reguirements 

Special  Motor  Vehicle  Expense 

Employment  Aqency  Fees 

Special  Motor  Vehicle 

Community  Health  Centers 
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APPENDIX  D 

MASSACHUSETTS  RATE  SETTING  COMMISSION 

APPROPRIATION  4100-0010 
Financial  Statement  for  Fiscal  Year  1979 


Appropriation 
Disbursements 
Encumbrances 
Reversions 

Analysis  of  Disbursements: 
Salaries,  Permanent 
Salaries,  Temporary 
Services,  Non-employees 
Travel 

Advertising  and  Printing 
Repair  and  Maintenance 
Office  and  Administrative 
Eguipment 
Rentals 


FY  1973 
$1  ,005,207 
927,044 

78,163 
$1,005,207 


751  ,228 
65,800 
57,919 
5,213 
5,889 
887 
40,108 


FY  1979 
$1  ,165,000 
1  ,C40,625 

124,375 
Si  ,165,000 


806,834 
94,527 
69,466 
4,985 
5,926 
900 
56,839 
1,148 


$  927,044 


$1  ,040,625 
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APPENDIX  E 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
STAFF  DURING  FISCAL  1979 
STATE  EMPLOYEES 


-  COMMISSIONERS 


Chairman 

Commissioner 

Commissioner 


Peter  Hi  am 
Shelby  P.  Mudarri 
Charles  C.  Stover 


-  DIRECTORS  - 


Bureau  of  Hospitals 


Bureau  of  Long  Term  Care  Facilities 
Bureau  of  Community  and  Non-Institutional 
Services 

Bureau  of  Educational  and  Social  Services 
Bureau  of  Planning  and  Analysis 
Project  to  Develop  a  Prospective  Reimbursement 
System  for  Hospitals  (Federal) 


Dorothy  E.  Puhy 
Jack  Keane 
James  Sul 1 i van 

Joel  Abrams 
Melvin  Green 
Timothy  Taylor 

Shirley  McEvoy 
Gladys  Mooradian 


-  ASSISTANT  DIRECTORS 

Bureau  of  Hospitals 

Bureau  of  Planning  and  Analysis 


Cheryl  Goodman 
Laura  Jenks-Daly 
George  Lamantea 


-  LEGAL 


General  Counsel 

Counsel  II 

Counsel  II 

Counsel  I 

Counsel  I 


-  ADMINISTRATIVE  - 

Executive  Secretary 

Head  Administrative  Assistant 

Head  Administrative  Assistant  (Federal  Project) 


Peter  Leone 
Gary  Rosenberg 
Robin  Dimieri 
Jeffrey  Kraft 
Kenneth  Bowden 
Lorann  Lonn 
Pamela  Horst 


John  A.  Daley 
Seymour  Silberberg 
Louise  Norcott 
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APPENDIX  E  (Continued) 


STATE  EMPLOYEES 


AUDIT  ADMINISTRATION 


Director,  Convalescent, 


Supervi  si 
Supervi  si 
Superbi  si 
Supervi  si 
Supervi si 


no 
no 
ng 
no 
nn 


Accountant, 
Accountant, 
Accountant, 
Accountant, 
Accountant, 


Supervising  Accountant, 
Services 

Supervising  Accountant, 
Services 


Nursing  and  Rest  Homes 

Long  Term  Care 

Long  Term  Care 

Long  Term  Care 

Long  Term  Care 

Hospi  tals 

Educ.  and  Social 


Educ.  and  Social 


John  Lennon 
Joseph  Bastek 
James  Collins 
Mary  Jong 
John  Lav/lor 
John  Ciampa 

Paul  McLaughin 
Gil bert  Si  mas 

Llewellyn  Boscombe 


AUDIT 


Chief  Accountant 

Senior  Accountant,  Long  Term  Care 


Senior  Accountant,  Community  and  Home 
Health  Agencies 

Semi -Senior  Accountant.  Administrative  Services 
Senior  Accountant,  Educational  and  Social 
Services 

Semi-Senior  Accountant,  Educational  and 

Social  Services 
Semi -Senior  Accountant,  Long  Term  Care 


Semi -Senior  Accountant,  Community  and  Home 

Heal  th  Agenci  es 
Semi-Senior  Accountant,  Bureau  of  HosDitals 
Research  Analyst 


James  Collins 
David  F.  Hines,  Jr. 
Wal ter  Anzoni 
Joseph  Beck 
Janet  Carter 
John  Conuel 
Betty  Joe 
Dominic  Kulch 
Herbert  Leyton 
Gerald  Lum 
John  Marcel! a 
Mary  Ellen  Weng 
Vincent  Traina 

Wilfred  Burke 
Joseph  McManus 
Gladys  Jones 

Sophie  Antonakis 
Suzy  Si  card 

Kevin  Sgroi. 
Yi-Muann  Jung 
Stanley  McPharland 
Winnyse  Chin 
Cathleen  Cronin 
Rosemary  Lam 

Kathleen  Walsh 
Thomas  Sullivan 
Jo  Anne  Albert 
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APPENDIX  E  (Continued) 


STATE  EMPLOYEES 


-  SUPPORT  - 


Confidential  Secretary 
Head  Administrative  Clerk 

Administrative  Secretary 
Head  Clerk 
Principal  Clerk 
Principal  Clerk 
Principal  Clerk 

Senior  Clerk  and  Stenographer 
Senior  Clerk 
Principal  Clerk 


Karen  Wyman 
Brenda  Gomes 
Amy  Memmolo 
Louise  Mooney 
Theresa  Brutza 
Ruth  Collins 
Suzanne  Hogan 
Irene  Santaniello 
Debra  Eisan 
Anne  Falzone 
Peter  Houston 
Donna  O'Neal 


BLUE  CROSS  CONTRACT  EMPLOYEES 


-  AUDIT  ADMINISTRATION  &  ANALYSIS 


Audit  Managers 


John  Lively 
Russell  Kopp 
Thomas  Cronin 
Gladys  Moordian 
Thomas  Gannon 
Warren  Silbovitz 
David  Telegen 


Audit  Supervisors 


Will i am  Brady 
John  Doucette 
Richard  Namenson 
Edward  Wasson 
Wayne  Woodford 
Ronald  Yound 


-  FIELD  AUDIT  - 

Senior  Auditors  Joseph  Mazur 

Paul  Chapdelaine 
Will iam  Baldwin 
Abraham  Alford 
Joseph  Hal  1 iwel 1 
Thomas  Shannon 
Richard  LaCava 
Paul  Smith 
Fred  Lomas 
Ralph  Martone 
Poqer  McCann 
Martin  McNamara 
Donald  Mulligan 
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APPENDIX  E  (Continued) 
BLUE  CROSS  CONTRACT  EMPLOYEES 


Senior  Auditors,  Continued 


Semi -Senior  Auditors 


Staff  Auditors 


Robert  O'Connor 
Kirk  Sayian 
Joseph  Tyborowski 

Irene  Woodford 
Will iam  Cushinq 
Wi 11 iam  Call aqhan 
Richard  Liberatore 
Hyman  Sheinfield 

Mary  Brewster 
James  Hayes 
George  Lawlor 
Bryant  Haith 
Harvey  Yee 
Simon  Rosenthal 
Susan  O'Sullivan 
Martha  Yarosh 


-  AUDIT  &  ANALYSIS 


Budget  Analysts 


Intern 


William  Alford 
Peter  Arnone 
Roberta  Dinsmore 
Carol  Crossen 
Douglas  Korty 
June  DiDonato 
Peggy  Erl anger 
Sally  Foster 
Robert  Ingala 
Harry  Lindmark 
Cheryl  Goodman 
Louis  O'Neil 

Nancy  Turnbull 
Linda  Chow 
Robin  Schmeck 
Linda  Fox 
Ann  Evans  Lima 


ADMINISTRATION 


Administrative  Assistant 


Joseph  Steinberg 
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APPENDIX  E  (Continued) 
BLUE  CROSS  CONTRACT  EMPLOYEES 


Research  Analysts 


PLANNING  &  ANALYSIS 


Ann  Breazeale 
Joseph  Broderick 
Kathleen  Connors 
Joseph  Duffy 
Joseph  Neal 
Anthony  Roman 
Seth  Rubin 
Ronald  Sanfield 
Joan  Zoref 


-  CLERICAL 


Secretaries 


Receptionist 
Reproduction  Assistant 


Barbara  Clark 
Gale  Day 

Annmarie  Dickson 
Beatrice  Dionne 
Assunta  Larkin 
Carolyn  Lipsett 
Judith  Ryan 
Frances  M.  Carroll 

Jean  Rizzo 


FEDERAL/STATE  EMPLOYEES 


Supervising  Program  Analyst 
Economist  III 

Economist  III 

Economist  II 
Economist  II 

Chief  Methods  and  Systems  Analyst 
Chief  Accountant 
Supervising  Accountant 
Senior  Accountant 


Alvin  Headon 

Nancy  Morgan 
Marvin  Berkowitz 

Cara  Finnegan 
Timothy  Greene 

Roy  Murphy 

AnnMarie  Yeghian 

Linda  Porterfield 

Wal ter  Wong 

James  Conso 

Herman  McCant 
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APPENDIX  E  (Continued) 
FEDERAL/STATE  EMPLOYEES 


Senior  Accountant 
Semi -Senior  Accountant 
Principal  Clerk 


Janet  CaDuto 
Susan  Mullen 
Cloria  Bethea 
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